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TO OUR SHAREHOLDERS

We are proud of our 2012 financial and technical results We entered 2012 with solid product

portfolio and significant opportunities in front of usand what remarkable year 2012 turned out to

be 2012 was year in which we achieved record revenue profitability cash flow and silicon unit

shipments We grew revenues year-over-year to $500.8 million up 93 percent from $259.3 million in

2011 our non-GAAP net income was $155.7 million up 241 percent from $45.6 million in 2011 our

cash flow was more than $182 million and we ended the year with more than $426.3 million in cash

and investments Annual silicon device shipments surpassed million units for the first time in our

history Our FDR 56Gb/s InfiniBand and 10/40Gb/s Ethernet solutions both of which are market

leaders with unmatched bandwidth and latency performance drove our 2012 growth These solutions

continued to penetrate our existing markets and gained momentum in new ones We made these

inroads because of our customers increasing need to move data quickly and efficiently

While nearly doubling our revenue year-over-year we achieved record levels of profitability in

2012 Our in-house design capabilities back-end engineering and operations teams and our decades of

interconnect technology experience allowed us to grow and increase our gross and operating margins

Our end-to-end FDR 56Gb/s InfiniBand products are the fastest interconnect products in the

market today In 2012 we saw the adoption of these solutions in high-performance computing HPC
Web 2.0 database storage and cloud markets Our customers recognize that our high-bandwidth

low-latency FDR InfiniBand products help them to improve their efficiency and to achieve return on

investment ROl levels that were previously unattainable The need for the competitive advantage that

our solutions offer generated steep revenue ramp in 2012 especially for our FDR InfiniBand

products which contributed over 47 percent of annual fiscal revenues We expect FDR InfiniBand

product adoption to continue to grow in 2013 especially in HPC Web 2.0 cloud computing and

storage markets

Our Ethernet products continue to lead the market Enhanced with RDMA features these

products offer our customers bandwidth latency and efficiency improvements that competing solutions

cannot The unmatched advantage of our Ethernet solutions led to an increase in demand for our

10/40Gb/s Ethernet products in 2012 and as result an increase in our Ethernet revenue and overall

worldwide market share during this period As interest in these products continues to grow due to their

better application performance lower power consumption lower cost and higher density we believe

that our Ethernet revenue will increase in 2013

IT challenges in many markets including Web 2.0 cloud and storage require companies to turn to

innovative solutions to manage increasing amounts of data with fewer resources and to run more

efficient data centers Using our interconnect technologies companies can manage these challenges

more effectively We believe that the performance and ROT improvements that our solutions deliver

will increase end-user demand for our technology

We look forward to 2013 and beyond and the opportunities ahead of us We believe we will

continue to introduce industry-leading interconnect solutions to the markets we serve today and to

grow into additional markets and applications that we have not yet penetrated

On behalf of everyone at Mellanox Technologies would like to thank our shareholders

customers employees partners and suppliers for helping make 2012 record year We appreciate your

support and we are excited about our opportunities in 2013

47aJ6tvi

Eyal Waldman

President Chief Executive Officer and Chairman of the Board



NOTICE OF
2013 ANNUAL GENERAL MEETING OF

SHAREHOLDERS TO BE HELD ON MAY 13 2013

To our Shareholders

You are cordially invited to attend our 2013 annual general meeting of shareholders which will be

held at the offices of Mellanox Technologies Ltd located at Beit Mellanox Yokneam Israel 20692 on

Monday May 13 2013 at 500 p.m local Israeli time 1000 a.m Eastern Daylight Time Shareholders

may also participate in the meeting via live webcast on the investor relations section of the Mellanox

website at www.mellanox.com Please access the website 15 minutes prior to the start of the meeting to

download and install any necessary audio software You may also participate in the meeting via

teleconference by dialing the toll-free U.S telephone number 800 895-0231 the international

telephone number 785 424-1054 or the toll-free Israeli telephone number 1-809-256-145 at least

15 minutes prior to the start of the meeting and referencing the conference ID number MLNXO513

We are holding the annual general meeting for the following purposes

To elect directors to hold office until our 2014 annual general meeting of shareholders or

until their respective successors have been elected and have qualified or until their earlier

resignation or removal

To elect Amal Johnson and Thomas Riordan as our outside directors each to hold

office for an additional three-year term or until their respective successors have been elected

and have qualified or until their earlier resignation or removal subject to and in accordance

with the provisions of the Israeli Companies Law 1999

To approve the appointment of Eyal Waldman our president and chief executive officer as

chairman of the board of directors for an additional three-year term or until his successor has

been duly elected or until his earlier death resignation removal or termination of service as

director

To approve cash bonus to be paid to Mr Waldman in the amount of $470755 for services

rendered for the fiscal year ended December 31 2012

To approve the grant to Mr Waidman of 65000 restricted stock units under our existing

Global Share Incentive Plan 2006 previously approved by our shareholders

To conduct an advisory vote to approve the compensation of our named executive officers

To approve certain changes to the annual retainer fees paid to non-employee directors

To appoint PricewaterhouseCoopers LLP as our independent registered public accounting firm

for the fiscal year ending December 31 2013 and to authorize our audit committee to

determine our accounting firms fiscal 2013 remuneration in accordance with the volume and

nature of their services and

To receive managements report on our business for the year ended December 31 2012 and to

transact any other business as may properly come before the meeting including any motion to

Mellanox
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adjourn to later date to permit further solicitation of proxies if necessary or any

adjournment or postponement of the meeting

These items of business to be transacted at the meeting are more fully described in the proxy

statement which is part of this notice

The meeting will begin promptly at 500 p.m local Israeli time 1000 a.m Eastern Daylight Time

and check-in will begin at 400 p.m local Israeli time Only holders of record of ordinary shares at the

close of business on April 2013 the record date are entitled to notice of to attend and to vote at

the meeting and any adjournments or postponements of the meeting

All shareholders are cordially invited to attend the meeting in person Even if you plan to attend

the meeting please complete sign and date the enclosed proxy card and return it promptly in the

postage-paid return envelope in order to ensure that your vote will be counted if you later decide not

to or are unable to attend the meeting Even if you have given your proxy you may still attend and

vote in person at the meeting after revoking your proxy prior to the meeting

IMPORTANT NOTICE REGARDING THE AVAILABILITY OF PROXY MATERIALS FOR THE 2013 AruAL

GENERAL MEETING OF SHAREHOLDERS TO BE HELD ON MAY 13 2013

The proxy statement proxy card and annual report to shareholders are available at

https//proxydocs.com/mlnx

By order of the board of directors

Alan Mendelson

Secretary

Menlo Park California

April 2013
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PROXY STATEMENT FOR
2013 ANNUAL GENERAL MEETING OF

SHAREHOLDERS TO BE HELD ON MAY 13 2013

This proxy statement is furnished to our shareholders as of the close of business on April 2013

the record date in connection with the solicitation of proxies by our board of directors for use at our

annual general meeting of shareholders to be held at the offices of Mellanox Technologies Ltd
located at Beit Mellanox Yokneam Israel on Monday May 13 2013 at 500 p.m local Israeli time

1000 a.m Eastern Daylight Time and at any adjournments or postponements of the meeting We are

mailing this proxy statement and the proxy card together with copy of our annual report to

shareholders to our shareholders on or about April 12 2013

QUESTIONS AND ANSWERS REGARDING THIS SOLICITATION AND VOTING

AT THE MEETING

Why am receiving this proxy

statement

Who is entitled to attend and vote

at the meeting

You are receiving this proxy statement from us because you were

shareholder of record at the close of business on the record date

of April 2013 As shareholder of record you are invited to

attend our annual general meeting of shareholders and are entitled

to vote on the items of business described in this proxy statement

This proxy statement contains important information about the

meeting and the items of business to be transacted at the meeting

You are strongly encouraged to read this proxy statement which

includes information that you may find useful in determining how

to vote

As of April 2013 there were 43153281 ordinary shares

outstanding Our ordinary shares are our only class of voting stock

Only holders of record of shares of our ordinary shares at the

close of business on April 2013 are entitled to notice of to

attend and to vote at the meeting and any adjournments or

postponements of the meeting

Mellanox
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How can listen to the annual

general meeting if do not

attend in person

How many shares must be present

or represented to conduct

business at the meeting that is

what constitutes quorum

What happens if quorum is not

present

What items of business will be

voted on at the meeting

You are invited to listen to the annual general meeting live via

webcast on May 13 2013 at the investor relations section of the

Mellanox website at www.mellanox.com beginning at 500 p.m

local Israeli time 1000 a.m Eastern Daylight Time It is

recommended that shareholders access the website at least

15 minutes prior to the designated starting time in order to

download and install any necessary audio software

The annual general meeting will also be available via telephone

conference call In order to access the telephone conference call

dial the toll-free U.S telephone number 800 895-0231 the

international telephone number 785 424-1054 or the toll-free

Israeli telephone number 1-809-256-145 at least 15 minutes prior to

the designated starting time and mention the conference ID

number MLNXO513 Neither the webcast nor the teleconference

will enable you to vote your shares

The presence at the meeting in person or represented by proxy or

by voting instruction card of at least two shareholders holding at

least 33% of our ordinary shares issued and outstanding on the

record date and entitled to vote at the meeting will constitute

quorum for the transaction of business

If within half an hour from the time appointed for the meeting

quorum is not present the meeting will stand adjourned for one

week to May 20 2013 at the same hour and place without any

notification to shareholders If quorum is not present at the

adjourned date of the meeting on May 20 2013 within half an

hour of the time fixed for the commencement thereof subject to

the terms of applicable law the persons present at the meeting on

the adjourned date of May 20 2013 will constitute quorum

The items of business to be voted on at the meeting are as follows

To elect directors to hold office until our 2014 annual general

meeting of shareholders or until their respective successors have

been elected and have qualified or until their earlier resignation

or removal

To elect Amal Johnson and Thomas Riordan as our

outside directors each to hold office for an additional three-year

term or until their respective successors have been elected and

have qualified or until their earlier resignation or removal subject

to and in accordance with the provisions of the Israeli Companies

Law 1999 the Companies Law



What happens if additional matters

are presented at the meeting

How does the board of directors

recommend that vote

To approve the appointment of Eyal Waidman our president

and chief executive officer as chairman of the board of directors

for an additional three-year term or until his successor has been

duly elected or until his earlier death resignation removal or

termination of service as director

To approve the cash bonus to be paid to Mr Waldman in the

amount of $470755 for services rendered for the fiscal year ended

December 31 2012

To approve the grant of 65000 restricted stock units to

Mr Waldman under our existing Global Share Incentive Plan

2006 previously approved by our shareholders

To conduct an advisory vote to approve the compensation of our

named executive officers

To approve certain changes to the annual retainer fees paid to

non-employee directors and

To appoint PricewaterhouseCoopers LLP as our independent

registered public accounting firm for the fiscal year ending

December 31 2013 and to authorize our audit committee to

determine our accounting firms remuneration in accordance with

the volume and nature of their services

The only items of business that our board of directors intends to

present at the meeting are set forth in this proxy statement As of

the date of this proxy statement no shareholder has advised us of

the intent to present any other matter and we are not aware of

any other matters to be presented at the meeting If any other

matter or matters are properly brought before the meeting the

persons named as your proxyholders will have the discretion to

vote your shares on the matters in accordance with their best

judgment and as they deem advisable

Our board of directors recommends that you vote your shares

FOR the election of each of the director nominees who are not

outside directors identified in this proxy statement FOR the

election of Amal Johnson and Thomas Riordan as our

outside directors FOR the appointment of Mr Waldman as the

chairman of the board of directors FOR the cash bonus to be

paid to Mr Waldman FOR the approval of the grant of 65000
restricted stock units to Mr Waldman FOR the approval on an

advisory basis of the compensation of our named executive

officers FOR the changes to the annual retainer fees paid to

non-employee directors and FOR the appointment of

PricewaterhouseCoopers LLP and the authorization of audit

committee determination of their fiscal 2013 remuneration



What shares can vote at the

meeting

What is the difference between

holding shares as shareholder

of record and as beneficial

owner

You may vote all of the shares you owned as of April 2013 the

record date including shares held directly in your name as the

shareholder of record and all shares held for you as the beneficial

owner through broker trustee or other nominee such as bank

Most of our shareholders hold their shares through broker or

other nominee rather than directly in their own name As

summarized below there are some distinctions between shares held

of record and those owned beneficially

Shareholders of Record If your shares are registered directly in

your name with our transfer agent American Stock Transfer and

Trust Company you are considered with respect to those shares

the shareholder of record and these proxy materials are being sent

directly to you by us As the shareholder of record you have the

right to vote in person at the meeting or direct the proxyholder

how to vote your shares on your behalf at the meeting by fully

completing signing and dating the enclosed proxy card and

returning it to us in the enclosed postage-paid return envelope

Beneficial Owner If your shares are held in brokerage account

or by another nominee you are considered the beneficial owner of

shares held in street name and these proxy materials are being

forwarded to you together with voting instruction card As the

beneficial owner you have the right to direct your broker trustee

or nominee to vote your shares as you instruct in the voting

instruction card The broker trustee or other nominee may either

vote in person at the meeting or grant proxy and direct the

proxyholder to vote your shares at the meeting as you instruct in

the voting instruction card If you hold shares through broker

trustee or nominee other than for shares that are traded through

the Tel-Aviv Stock Exchange or TASE you may also vote in

person at the meeting but only after you obtain legal proxy

from the broker trustee or nominee that holds your shares giving

you the right to vote your shares at the meeting Your broker

trustee or nominee has enclosed or provided voting instruction

card for you to use in directing the broker trustee or nominee how

to vote your shares



How can vote my shares without

attending the meeting

If you hold shares that are traded through TASE the TASE

Clearing House Member through which the shares are held will

send you by electronic mail free of charge no later than five days

following the record date link to voting instruction card in the

form filed by us on the distribution site of the Israeli Securities

Authority MAGNA at www.magna.isa.gov.il on April 2013

unless you inform the TASE Clearing House Member through

which the shares are held that you do not wish to receive said link

or if you inform it that you wish to receive voting instruction

card by mail against the payment of mailing costs only If you hold

shares that are traded through TASE you may also vote in person

at the meeting but only after providing proof of ownership

certificate from the TASE Clearing House member through which

the shares are held indicating that you were the beneficial owner

of the shares on the record date

Whether you hold shares directly as the shareholder of record or

as beneficial owner you may direct how your shares are voted

without attending the meeting by completing and returning the

enclosed proxy card or voting instruction card as described

below If you provide specific instructions with regard to items of

business to be voted on at the meeting your shares will be voted

as you instruct on those items Proxies properly signed dated and

submitted to us that do not contain voting instructions and are not

revoked prior to the meeting will be voted FOR the election of

each of the director nominees who are not outside directors

identified in this proxy statement FOR the election of Amal

Johnson and Thomas Riordan as our outside directors FOR
the appointment of Mr Waldman as the chairman of the board of

directors FOR the cash bonus to be paid to Mr Waldman
FOR the approval of the grant of 65000 restricted stock units to

Mr Waidman FOR the approval on an advisory basis of the

compensation of our named executive officers FOR the changes

to the annual retainer fees paid to non-employee directors and

FOR the appointment of PricewaterhouseCoopers LLP and the

authorization of audit committee determination of their fiscal 2013

remuneration

Voting by Telephone or over the Internet You may also vote by

telephone or over the Internet by following the instructions

included on the enclosed proxy card or voting instruction card You

may vote by telephone or over the Internet until 1159 p.m
Eastern Daylight Time the day before the meeting



If you own shares that are traded through TASE you may vote

your shares by mail as follows sign and date voting instruction

card in the form filed by us on the distribution site of the Israeli

Securities Authority MAGNA at www.magna.isa.gov.il on April

2013 and attach to it proof of ownership certificate from the

TASE Clearing House member through which the shares are held

indicating that you were the beneficial owner of the shares on the

record date and return the voting instruction card along with the

proof of ownership certificate to us as described in the

instructions available on MAGNA no later than 72 hours prior to

the meeting

How can vote my shares in

person at the meeting Shares held in your name as the shareholder of record may be

voted in person at the meeting after providing proof of

identification Shares held beneficially in street name other than

for shares that are traded through TASE may be voted in person

only if you obtain legal proxy from the broker trustee or

nominee that holds your shares giving you the right to vote the

shares at the meeting You should be prepared to present photo

identification for admittance Please also note that if you are not

shareholder of record but hold shares through broker trustee or

nominee other than for shares that are traded through TASE you

will need to provide proof of beneficial ownership as of the record

date such as your most recent brokerage account statement

copy of the voting instruction card provided by your broker trustee

or nominee or other similar evidence of ownership If your shares

are traded through TASE you will need to provide proof of

ownership certificate from the TASE Clearing House member

through which the shares are held indicating that you were the

beneficial owner of the shares on the record date The meeting will

begin promptly at 500 p.m local Israeli time 1000 a.m Eastern

Daylight Time Check-in will begin at 400 p.m local Israeli time

Even if you plan to attend the meeting we recommend that you also

complete sign and date the enclosed proxy card or voting instruction

card and return it promptly in the accompanying postage-paid return

envelope in order to ensure that your vote will be counted if you later

decide not to or are unable to attend the meeting



Can change my vote or revoke my

proxy

Is my vote confidential

How are votes counted and what

vote is required to approve each

item

You may change your vote or revoke your proxy at any time prior

to the vote at the meeting If you are the shareholder of record

you may change your vote by granting new proxy bearing later

date which automatically revokes the earlier proxy by providing

written notice of revocation to our corporate secretary prior to

your shares being voted or by attending the meeting and voting in

person Attendance at the meeting will not cause your previously

granted proxy to be revoked unless you specifically so request If

you are beneficial owner you may change your vote by

submitting new voting instruction card to your broker trustee or

nominee or if you have obtained legal proxy from your broker

trustee or nominee giving you the right to vote your shares by

attending the meeting and voting in person

If you voted your shares by submitting voting instruction card in

the form filed on MAGNA whether you hold shares directly as

the shareholder of record or as beneficial owner you may apply

to the companys address at Beit Mellanox Yokneam Israel 20692

no later than 24 hours prior to the meeting and after providing

proof of identification to the satisfaction of the companys

secretary withdraw your voting instruction card If you do so you

will be entitled to vote only in person at the meeting

Proxy cards voting instructions ballots and voting tabulations that

identify individual shareholders are not secret however all such

materials will be handled in manner intended to reasonably

protect your voting privacy Your vote will not be disclosed except

as required by law and except as required to American Stock

Transfer and Trust Company our transfer agent to allow for the

tabulation of votes and certification of the vote and to facilitate

successful proxy solicitation

Each outstanding ordinary share entitles the holder thereof to one

vote on each matter considered at the meeting Shareholders are

not entitled to cumulate their votes in the election of directors or

with
respect to any other matter submitted to vote of the

shareholders pursuant to this proxy statement

The election of each of Eyal Waidman Dov Baharav Glenda

Dorchak Irwin Federman and Thomas Weatherford as directors

requires the vote of the holders of majority of the voting power

represented at the annual general meeting in person or by proxy or

written ballot and voting thereon You may vote either FOR or

AGAINST the election of each nominee or you may abstain

properly executed proxy marked ABSTAIN with
respect to the

election of any nominee will not be voted although it will be

counted for purposes of determining whether there is quorum

present



The election of each of the outside director nominees Amal

Johnson and Thomas Riordan requires the vote of the holders

of majority of the voting power represented at the annual

general meeting in person or by proxy or written ballot and voting

on the election of the outside directors provided that at least

one-half of the shares of non-controlling shareholders or

shareholders that do not have personal interest in the election

other than personal interest which is not the result of an

affiliation of the shareholder with the controlling shareholder

voted at the meeting are voted in favor of the election of the

outside director nominee disregarding abstentions or ii the total

number of shares of non-controlling shareholders or shareholders

that do not have such personal interest in the election voted

against the election of the outside director nominee does not

exceed two percent of the aggregate voting rights in the company

You may vote either FOR or AGAINST the election of each

outside director nominee or you may abstain properly executed

proxy marked ABSTAIN with respect to the election of any

outside director nominee will not be voted although it will be

counted for purposes of determining whether there is quorum

present

The approval of the appointment of Mr Waldman our president

and chief executive officer as the chairman of the board of

directors requires the approval of the holders of majority of the

voting power represented at the meeting in person or by proxy or

written ballot and voting thereon provided that at least

two-thirds of the shares of non-controlling shareholders or

shareholders that do not have personal interest in such approval

voted at the meeting are voted in favor disregarding abstentions

of Mr Waldmans appointment as the chairman of the board of

directors or ii the total number of shares of non-controlling

shareholders or shareholders that do not have such personal

interest voted against this proposal does not exceed two percent of

the aggregate voting rights in the company You may vote either

FOR or AGAINST the appointment of Mr Waldman as

chairman of the board of directors or you may abstain properly

executed proxy marked ABSTAIN with respect to the

appointment of Mr Waldman will not be voted with respect to

such appointment although it will be counted for purposes of

determining whether there is quorum present



The approval of the cash bonus to be paid to Mr Waldman in the

amount of $470755 for services rendered for the fiscal year ended

December 31 2012 requires the approval of the holders of

majority of the voting power represented at the meeting in person

or by proxy or written ballot and voting thereon provided that

at least one-half of the shares of non-controlling shareholders

or shareholders that do not have personal interest in such

approval voted at the meeting are voted in favor of this proposal

disregarding abstentions or the total number of shares of

non-controlling shareholders or shareholders that do not have such

personal interest voted against this proposal does not exceed two

percent of the aggregate voting rights in the company You may
vote either FOR or AGAINST this proposal or you may
abstain properly executed proxy marked ABSTAIN with

respect to this proposal will not be voted with respect to such

proposal although it will be counted for purposes of determining

whether there is quorum present

The approval of the grant of 65000 restricted stock units to

Mr Waldman requires the approval of the holders of majority of

the voting power represented at the meeting in person or by proxy

or written ballot and voting thereon provided that at least

one-half of the shares of non-controlling shareholders or

shareholders that do not have personal interest in such approval

voted at the meeting are voted in favor of this proposal

disregarding abstentions or ii the total number of shares of

non-controlling shateholders or shareholders that do not have such

personal interest voted against this proposal does not exceed two

percent of the aggregate voting rights in the company You may
vote either FOR or AGAINST this proposal or you may
abstain properly executed proxy marked ABSTAIN with

respect to this proposal will not be voted with respect to such

proposal although it will be counted for purposes of determining

whether there is quorum present

The approval on an advisory basis of the compensation of our

named executive officers requires the approval of the holders of

majority of the voting power represented at the meeting in person

or by proxy or written ballot and voting thereon You may vote

either FOR or AGAINST this proposal or you may abstain

properly executed proxy marked ABSTAIN with respect to this

proposal will not be voted with respect to such proposal although

it will be counted for purposes of determining whether there is

quorum present



The approval of the changes to the annual retainer fees paid to

non-employee directors requires until the adoption of

compensation policy in accordance with the Companies Law the

approval of the holders of majority of the voting power

represented at the meeting in person or by proxy or written ballot

and voting thereon provided that at least one-half of the shares

of non-controlling shareholders or shareholders that do not have

personal interest in such approval voted at the meeting are voted

in favor of this proposal disregarding abstentions or ii the total

number of shares of non-controlling shareholders or shareholders

that do not have such personal interest voted against this proposal

does not exceed two percent of the aggregate voting rights in the

company You may vote either FOR or AGAINST this

proposal or you may abstain properly executed proxy marked

ABSTAIN with respect to this proposal will not be voted with

respect to such proposal although it will be counted for purposes

of determining whether there is quorum present

The appointment of PricewaterhouseCoopers LLP and

authorization of audit committee determination of their fiscal 2013

remuneration requires the approval of the holders of majority
of

the voting power represented at the meeting in person or by proxy

or written ballot and voting thereon You may vote either FOR
or AGAINST this proposal or you may abstain properly

executed proxy marked ABSTAIN with respect to this proposal

will not be voted with respect to such proposal although it will be

counted fo purposes of determining whether there is quorum

present

What is broker non-vote Under the rules that govern brokers and banks that have record

ownership of our ordinary shares that are held in street name for

their clients such as you who are the beneficial owners of the

shares brokers and banks have the discretion to vote such shares

on routine matters Each of the following matters is considered to

be non-routine matter on which brokers do not have discretion

to vote the election of directors who are not outside directors

identified in this proxy statement ii the election of Ama
Johnson and Thomas Riordan as our outside directors iii the

appointment of Mr Waldman our president and chief executive

officer as the chairman of the board of directors iv the approval

of the cash bonus to be paid to Mr Waldman the grant of

restricted stock units to Mr Waidman vi the advisory vote to

approve the compensation of our named executive officers and

vii the approval of changes to the annual retainer fees paid to

non-employee directors We encourage you to provide instructions

to your broker regarding the voting of your shares otherwise if

you do not provide instructions to your broker or bank regarding

how to vote your shares on the non-routine proposals set forth in

this proxy then your shares will NOT be voted on these important

shareholder proposals

10



How are broker non-votes

counted

How are abstentions counted

What happens the meeting is

adjourned

Who will serve as inspector of

elections

What should do in the event that

receive more than one set of

proxy materials

Further this means that without your instructions your broker

may ONLY vote your shares on the appointment of

PricewaterhouseCoopers LLP If you do not otherwise instruct your
broker or bank the broker or bank may vote your shares on

routine matters broker non-vote occurs when broker or bank

expressly instructs on proxy card that it is not voting on matter
whether routine or non-routine

Broker non-votes will be counted as present for the purpose of

determining the presence or absence of quorum for the

transaction of business but they will NOT be counted in tabulating

the voting result for any particular proposal

If you return proxy card that indicates an abstention from voting

on all matters the shares represented by your proxy will be

counted as present for the purpose of determining the presence or

absence of quorum for the transaction of business but they will

NOT be counted in tabulating the voting result for any particular

proposal

Assuming the presence of quorum if our annual general meeting

is adjourned to another time and place no additional notice will

be given of the adjourned meeting if the time and place of the

adjourned meeting is announced at the annual general meeting

unless the adjournment is for more than 21 days in which case

notice of the adjourned meeting will be given to each shareholder

of record as of April 2013 entitled to vote at the adjourned

meeting At the adjourned meeting we may transact any items of

business that might have been transacted at the annual general

meeting

representative of American Stock Transfer and Trust Company
our transfer agent will tabulate the votes and act as inspector of

elections at the meeting

You may receive more than one set of these proxy solicitation

materials including multiple copies of this proxy statement and

multiple proxy cards or voting instruction cards For example if

you hold your shares in more than one brokerage account you

may receive separate voting instruction card for each brokerage

account in which you hold shares In addition if you are

shareholder of record and your shares are registered in more than

one name you may receive more than one proxy card Please

complete sign date and return each proxy card and voting

instruction card that you receive to ensure that all your shares are

voted
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Who is soliciting my vote and who

will bear the costs of this

solicitation The enclosed proxy is being solicited on behalf of our board of

directors We will bear the entire cost of solicitation of proxies

including preparation assembly printing and mailing of this proxy

statement In addition to solicitation by mail our directors

officers employees and agents may also solicit proxies in person

by telephone by electronic mail or by other means of

communication We will not pay any additional compensation to

our directors officers or other employees for soliciting proxies We

have engaged MacKenzie Partners Inc MacKenzie proxy

solicitation firm to assist in the solicitation of proxies for fee of

$7500 plus the reimbursement of certain out-of-pocket expenses

We may pay MacKenzie additional compensation if we request that

MacKenzie provide us with additional services Copies of the proxy

materials will be furnished to brokerage firms banks trustees

custodians and other nominees holding beneficially owned shares

of our ordinary shares who will forward the proxy materials to the

beneficial owners We may reimburse brokerage firms banks

trustees custodians and other agents for the costs of forwarding

the proxy materials Our costs for forwarding proxy materials are

not expected to be significant

Where can find the voting results

of the meeting We intend to announce preliminary voting results at the meeting

and publish the final voting results in Current Report on

Form 8-K filed within four business days after the meeting

What is the deadline for submitting

proposals for consideration at

next years annual general

meeting of shareholders or to

nominate individuals to serve as

directors As shareholder you may be entitled to present proposals for

action at future meeting of shareholders including
director

nominations
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Shareholder Proposals For shareholder proposal to be

considered for inclusion in our proxy statement for the annual

general meeting to be held in 2014 the proposal must be in

writing and received by the secretary of the company at the offices

of Mellanox Technologies Ltd do Mellanox Technologies Inc

350 Oakmead Parkway Suite 100 Sunnyvale California 94085

Attention Corporate Secretary no later than December 13 2013

or such proposal will be considered untimely under Rule 14a-8 of

the Securities Exchange Act of 1934 as amended the Exchange

Act If the date of our 2014 annual general meeting is more than

30 days before or 30 days after the anniversary date of our 2013

annual general meeting the deadline for inclusion of proposals in

our proxy statement will instead be reasonable time before we

begin to print and mail our proxy materials Shareholder proposals

must comply with the requirements of Rule 14a-8 of the Exchange

Act and any other applicable rules established by the Securities

and Exchange Commission or SEC Proposals of shareholders

intended to be presented at the annual general meeting to be held

in 2014 without inclusion of such proposals in our proxy statement

relating to such annual general meeting must be received not later

than 60 days and not more than 120 days before such annual

general meeting Shareholders are also advised to review our

amended and restated articles of association which contain

additional requirements with respect to advance notice of

shareholder proposals

Nomination of Director Candidates Any proposals for director

candidates must be in writing include the name and address of the

shareholder who is making the nomination and of the nominee and

should be directed to the secretary of the company at the offices of

Mellanox Technologies Ltd do Mellanox Technologies Inc

350 Oakmead Parkway Suite 100 Sunnyvale California 94085

Attention Corporate Secretary or such proposal may not be

acknowledged by the company Our amended and restated articles

of association also require that any proposal for nomination of

directors include the consent of each nominee to serve as

member of our board of directors if so elected Shareholders are

also advised to review our amended and restated articles of

association which contain additional requirements with respect to

shareholder nominees for our board of directors In addition the

shareholder must give timely notice to the secretary of the

company in accordance with the provisions of our amended and

restated articles of association which require that the notice be

received by the secretary of the company no later than

February 12 2014

13



PROPOSAL ONEELECTION OF DIRECTORS

Members of the Board of Directors

Five directors who are not outside directors in accordance with the Companies Law are to be

elected at the meeting to serve until the next annual general meeting of shareholders or until their

respective successors have been elected and have qualified or until their earlier resignation or removal

In accordance with the Companies Law outside directors are elected for three-year terms and the

nominees for outside directors are included in Proposal Two below

The names of each member of our board of directors including each nominee for director their

ages as of April 2013 and principal occupations are as follows

Current Term

Name Expires Age Principal Occupation

Eyal Waldman 2013 52 President Chief Executive Officer and

Chairman of the Board of Directors

Mellanox Technologies Ltd

Dov Baharav 2013 62 Chairman of the Board of Directors Israel

Aerospace Ltd

Glenda Dorchak 2013 58 Executive Vice President and General

Manager Spansion Inc

Irwin Federman 2013 77 General Partner U.S Venture Partners

Thomas Weatherford 2013 66 Former Executive Vice President and Chief

Financial Officer Business Objects SA

OursIDE DIRECTORS

Ama Johnson 2013 60 Executive Chairman Author-it Software

Corporation

Thomas Riordan 2013 56 Executive Vice President and Chief

Operating Officer Mosys Inc

Director Nominees

Our board of directors has nominated Eyal Waldman Dov Baharav Glenda Dorchak Irwin

Federman and Thomas Weatherford for reelection to our board of directors Certain information

regarding their individual experience qualifications attributes and skills that led our board of directors

to conclude that they should serve on the board is described below Each nominee for director has

consented to being named in this proxy statement and has indicated willingness to serve if elected

Although we do not anticipate that any nominee will be unavailable for election if nominee is

unavailable for election the persons named as proxyholders will use their discretion to vote for any

substitute nominee in accordance with their best judgment as they deem advisable If elected

Mr Waldman Mr Baharav Ms Dorchak Mr Federman and Mr Weatherford will hold office until

our annual general meeting of shareholders to be held in 2014 or until their respective successors have

been elected and have qualified or until their earlier resignation or removal Please refer to the

description of the compensation of our directors under the heading Director Compensation in this

proxy statement

Eyal Waidman is co-founder of Mellanox and has served as our president chief executive officer

and chairman of our board of directors since March 1999 From March 1993 to February 1999

Mr Waldman served as vice president of engineering and was co-founder of Galileo Technology Ltd

or Galileo semiconductor company which was acquired by Marvell Technology Group Ltd in

January 2001 From August 1989 to March 1993 Mr Waldman held number of design and

architecture related positions at Intel Corporation manufacturer of computer networking and

communications products Mr Waldman also previously served on the board of directors of number
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of private companies Mr Waidman holds Bachelor of Science in Electrical Engineering and Master

of Science in Electrical Engineering from the TechnionIsrael Institute of Technology Mr Waldman is

located in Israel Mr Waidmans qualifications to serve on our board of directors include his role as

co-founder of Mellanox more than decade of service as our president chief executive officer and

chairman of our board of directors and his design engineering and architecture expertise Our board

of directors particularly values Mr Waldmans extensive experience in the semiconductor industry and

as our chief executive officer which gives him unique insights into the companys challenges

opportunities and operations

Dov Baharav has served as member of our board of directors since November 2010 Mr Baharav

has served as the chairman of the board of directors of Israel Aerospace Industries Ltd defense and

civil aerospace technology company since July 2011 From July 2002 until November 2010 Mr Baharav

served as president and chief executive officer of Amdocs Management Limited or Amdocs
communications services company He also served as member of Amdocs board of directors and

executive committee from July 2002 until November 2010 Mr Baharav joined Amdocs in 1991 as vice

president and then president of Amdocs principal U.S subsidiary Amdocs Inc and served as chief

financial officer of Amdocs from 1995 until June 2002 From 1983 until 1991 Mr Baharav served as

chief operating officer of Oprotech Ltd an electro-optical device company Mr Baharav is involved

with the College of Management Academic Studies in Rishon Lezion Israel He is also member of

the board of directors of SeamBI private advertising technology company Mr Baharav holds

Bachelor of Science degree in Physics and Accounting as well as Master of Business Administration

from the University of Tel Aviv Mr Baharav is located in Israel Mr Baharavs qualifications to serve

on our board of directors include his executive experience and his accounting and finance expertise and

his experience in the technology industry Our board of directors particularly values Mr Baharavs

extensive leadership experience in growing companies that operate in the software and computer

industries most notably his positions at Amdocs Management Limited

Glenda Dorchak has served as member of our board of directors since July 2009 Her current

position of executive vice president and general manager at Spansion Inc flash memory provider

commenced in April 2012 and she is responsible for global sales marketing operations and product

line management From January 2009 until September 2010 when it was acquired by Red Bend

Software Ms Dorchak was the chief executive officer and vice chairman of VirtualLogix Inc

Sunnyvale California based provider of virtualization software for wireless and embedded devices Prior

to VirtualLogix Inc Ms Dorchak served as the chairman and chief executive officer of Intrinsyc

Software International Inc or Intrinsyc from August 2006 to November 2008 and served on the board

of directors of Intrinsyc from September 2003 to December 2004 and again from July 2006 to

November 2009 Prior to Intrinsyc Ms Dorchak was an executive with Intel Corporation from 2001 to

2006 including serving as vice president and chief operating officer of Intel Corporations

Communications Group vice president and general manager of Intels Consumer Electronics Group
and vice president and general manager of the Broadband Products Group Prior to her tenure at Intel

Corporation she served as chairman and chief executive officer of Value America Inc an online

retailer from September 1999 to November 2000 From 1974 to 1998 Ms Dorchaks career was spent

with IBM both at IBM Canada and later with IBM Corporation based in Raleigh North Carolina

where she held executive positions with the IBMs Personal Systems Group including directorships with

the Ambra Systems Group and IBM PC North America Ms Dorchak is located in the United States

Ms Dorchaks qualifications to serve on our board of directors include her executive and board

member experience in the software and technology industries Our board of directors particularly values

Ms Dorchaks knowledge experience and understanding of global markets gained from over 30 years

in the technology industry

Irwin Federman has served as member of our board of directors since June 1999 and has served

as our lead independent director since March 2010 Mr Federman has been general partner of U.S
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Venture Partners venture capital firm since April 1990 Mr Federman was president and chief

executive officer of Monolithic Memories Inc semiconductor company from 1978 to 1987 Prior to

serving as president and chief executive officer Mr Federman was the chief financial officer of

Monolithic Memories Inc from 1970 to 1978 Mr Federman serves on the boards of directors of

SanDisk Corporation data storage company Intermolecular Inc materials analysis and discovery

company Check Point Software Technologies Ltd security software company and number of

private companies and charitable trusts Previously Mr Federman served as director of Centillium

Communications Inc developer and supplier of communications integrated circuits Living Social

social-buying company and Nuance Communications Inc speech recognition software company

Mr Federman holds Bachelor of Science in Economics from Brooklyn College and was awarded an

Honorary Doctorate of Engineering from Santa Clara University Mr Federman is located in the

United States Mr Federman has served in many senior leadership roles in the semiconductor industry

over his career Our board of directors values Mr Federmans experience serving as the chief executive

officer and chief financial officer of large complex publicly-held technology company

Mr Federmans private equity experience is important to our board of directors understanding of

business development financing strategic alternatives and industry trends Our board of directors also

values Mr Federmans significant experience expertise and background in financial and accounting

matters including in the technology industry

Thomas Weatherford has served as member of our board of directors since November 2005 From

August 1997 until his retirement in December 2002 Mr Weatherford served as executive vice president

and chief financial officer of Business Objects SA provider of business intelligence software

Mr Weatherford also serves on the boards of directors of Guidewire Software Inc an insurance

technology company Tesco Corporation global provider
of technology-based solutions to the

upstream energy industry Spansion Inc provider of flash memory products and several privately

held companies Mr Weatherford also previously served on the board of directors of SMART Modular

Technologies Inc from March 2005 until it was sold to Silverlake Partners in August 2011 Advanced

Analogic Technologies Inc from July 2004 until February 2011 InfoUSA Inc from December 2007

until its acquisition by CCMP Capital Advisors LLC in July 2010 and Synplicity Inc from May 2003

until its acquisition by Synopsys Inc in May 2008 Mr Weatherford holds Bachelor of Business

Administration from the University of Houston Mr Weatherford is located in the United States

Mr Weatherford has also served as member of an SEC advisory committee on accounting standards

Mr Weatherfords qualifications to serve on our board of directors include his accounting and finance

expertise experience
in the semiconductor and technology industries and service on the boards of

directors of several companies Our board of directors particularly values Mr Weatherfords experience

on public company audit committees and overseeing the preparation of financial statements as well as

his familiarity with accounting standards

Board of Directors Recommendation

THE BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE FOR EACH OF THE FiVE

NOMINEES FOR DIRECTOR LISTED IN THIS PROPOSAL ONE

PROPOSAL TWOELECTION OF OUTSIDE DIRECTORS

Outside Director Nominees

Under Israeli law we are required to appoint at least two directors who satisfy the criteria for

outside directors as defined in the Companies Law These criteria differ from the criteria for

independence under the applicable rules and regulations of the SEC and The NASDAQ Stock Market

Amal Johnson and Thomas Riordan were elected to serve as our outside directors in 2007 for

three-year term and then reelected to serve as our outside directors in 2010 for an additional three-

year
term Our audit committee and board of directors have nominated Ms Johnson and Mr Riordan
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for reelection as outside directors under the Companies Law and determined that given their expertise

and special contribution to the board of directors and its committees their election for an additional

three-year term is for the companys benefit Certain information regarding their individual experience

qualifications attributes and skills that led our audit committee and board of directors to conclude that

they should serve on the board is described below Each nominee for outside director has consented to

being named in this proxy statement and has indicated willingness to serve if elected Although we do

not anticipate that any nominee for outside director will be unavailable for election if nominee is

unavailable for election the persons named as proxyholders will use their discretion to vote for any

substitute nominee in accordance with their best judgment as they deem advisable If elected

Ms Johnson and Mr Riordan will hold office for an additional three-year term until our annual

general meeting in 2016 or until his or her successor shall be duly elected or appointed or until his or

her earlier resignation or removal subject to and in accordance with the provisions of the Companies

Law

Ama Johnson has served as member of our board of directors since October 2006
Ms Johnson is currently the executive chairman of the board of directors of Author-it Software

Corporation Software-as-a-Service private company that provides platform for creating

maintaining and distributing single-sourced technical content Prior to joining Author-it Ms Johnson

served as the chairman of MarketTools Inc from August 2008 through January of 2012 and as chief

executive officer from March 2005 through August 2008 Prior to joining MarketTools Ms Johnson was

general partner at ComVentures L.P from April 2004 to March 2005 and general partner at

Lightspeed Venture Partners focusing on enterprise software and infrastructure from March 1999 to

March 2004 Previously Ms Johnson was president of Baan Supply Chain Solutions an enterprise

resource planning software company from January 1998 to December 1998 president of Baan
Affiliates from January 1997 to December 1997 and president of Baan Americas from October 1994 to

December 1996 Prior to that Ms Johnson served as president of ASK Manufacturing Systems from

August 1993 to July 1994 and held executive positions at IBM from 1977 to June 1993 Ms Johnson

also serves on the board of directors of Intuitive Surgical Inc medical device company Ms Johnson

holds Bachelor of Arts in Mathematics from Montclair State University and studied computer
science at Stevens Institute of Technology graduate school of engineering Ms Johnson is located in the

United States Ms Johnsons qualifications to serve on our board of directors include her executive and

board member experience in the software and technology industries Our board of directors particularly

values Ms Johnsons significant enterprise infrastructure knowledge acquired from executive leadership

roles at software and market research focused companies

Thomas Riordan has served as member of our board of directors since May 2007 Mr Riordan

previously served as member of our board of directors from February 2003 to February 2005
Mr Riordan is currently the executive vice president and chief operating officer of Mosys Inc
semiconductor company which he joined in April 2011 Prior to joining Mosys Mr Riordan was the

chief executive officer of Exciara Inc semiconductor company position which he held from August
2006 until March 2011 Prior to Exclara from January 2005 until July 2006 Mr Riordan was an

Entrepreneur-in-Residence at Bessemer Venture Partners Prior to Bessemer Venture Partners from

August 2000 to December 2004 Mr Riordan was vice president of the microprocessor division of

PMC-Sierra Inc semiconductor company From August 1991 to August 2000 Mr Riordan was chief

executive officer president and member of the board of directors of Quantum Effect Devices Inc
semiconductor design company that Mr Riordan co-founded From February 1985 to June 1991

Mr Riordan served in various design and managerial roles most recently as director of research and

development at MIPS Computer Systems Inc semiconductor design company From March 1983 to

January 1985 Mr Riordan served as design engineer at Weitek Corporation semiconductor

company From October 1979 to February 1983 Mr Riordan was design engineer at Intel

Corporation Mr Riordan holds Bachelor of Science degree in Electrical Engineering from Florida

Technological University and Master of Science degree in Electrical Engineering as well as Bachelor
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of Arts degree in Government from the University of Central Florida and has done post-graduate work

in Electrical Engineering at Stanford University Mr Riordan also serves on the boards of directors of

PLX Technology Inc semiconductor company and several private companies Mr Riordan is

located in the United States Mr Riordans qualifications to serve on our board of directors include his

extensive executive management and board member experience in the semiconductor and technology

industries Our board of directors particularly values Mr Riordans more than 30 years
of experience as

developer manager and executive in semiconductors and microprocessors

Requirements for Outside Directors under the Companies Law

Under the Companies Law companies incorporated under the laws of the State of Israel with

shares listed on an exchange including The NASDAQ Global Market must appoint at least two

outside directors Directors Amal Johnson and Thomas Riordan qualify as outside directors

under the Companies Law The Companies Law provides that person may not be appointed as an

outside director if the person is relative of the controlling shareholder of the company or if the

person or any of the persons relatives partners employers or anyone to whom the person is directly

or indirectly subjected to or any entity under the persons control has or had during the two years

preceding the date of appointment any affiliation with the company its controlling shareholder any of

the controlling shareholders relatives any other entity under the control of the company or the

companys controlling shareholder the chairman of the board of directors of the company the

companys chief executive officer any beneficial owner of 5% or more of the issued shares or the

voting power of the company or the most senior executive officer of the company in the finance field

The term affiliation includes

an employment relationship

business or professional relationship maintained on regular basis

control and

service as an office holder excluding service as director in private company prior to the first

offering of its shares to the public
if such director was appointed as director of the private

company in order to serve as an outside director following the public offering

Office holder is defined in the Companies Law as chief executive officer chief business

manager deputy general manager vice general manager any person who holds such position in the

company even if such person holds different title any director and other manager or officer who

reports directly to the chief executive officer

No person can serve as an outside director if his or her position or other business interests create

or may create conflict of interest with his or her responsibilities as an outside director or may

otherwise interfere with his or her ability to serve as an outside director

No person can serve as an outside director if the person or any of the persons relatives partners

employers anyone to whom the person is directly or indirectly subjected to or any entity under the

persons control has business or professional relations with anyone the affiliation with whom is

prohibited by the Companies Law even if those affiliations are not general excluding negligible

affiliations

Our outside directors are required to possess professional qualifications as set out in regulations

promulgated under the Companies Law In addition our board of directors is required to determine

how many of our outside directors should be required to have financial and accounting expertise In

determining such number the board of directors must consider among other things the type and size

of the company and the scope and complexity of its operations
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Under the Companies Law each of our outside directors must also serve on our audit committee

and compensation committee Ms Johnson and Mr Riordan are both currently members of our audit

committee and compensation committee

Under the Companies Law until the lapse of two years from termination of office and with

respect to relative of an outside director who is not the outside directors spouse or child one year

from termination of office we may not grant person who served as an outside director of the

company or to its spouse or child any benefit directly or indirectly and may not engage person who

served as an outside director of the company or its spouse or child as an office holder of the company
or an entity under the control of the companys controlling shareholder and cannot employ or receive

services from that person either directly or indirectly including through corporation controlled by

that person

Outside directors will be elected by the approval of the holders of majority of the voting power

represented at the meeting in person or by proxy or written ballot provided that either

at least one-half of the shares of non-controlling shareholders or shareholders that do not have

personal interest in the election other than personal interest which is not the result of an

affiliation of the shareholder with the controlling shareholder voted at the meeting are voted in

favor of the election of the outside director nominee disregarding abstentions or

the total number of shares of non-controlling shareholders or shareholders that do not have such

personal interest voted against the election of the outside director nominee does not exceed two

percent of the aggregate voting rights in the company

The initial term of an outside director is three years Thereafter an outside director of dual-

listed company whose shares are traded on both the Tel-Aviv Stock Exchange and the NASDAQ like

the company may be re-elected by the shareholders to additional terms of three
years each provided

that the audit committee and the board of directors confirm that in light of the outside directors

expertise and special contribution to the work of the board of directors and its committees the re
election for such additional periods is beneficial to the company If elected both Ms Johnson and

Mr Riordan will be elected to their third three-year terms as directors An outside director may be

removed only by the same percentage of shareholders as is required for his or her election or by

court and then only if he or she ceases to meet the statutory requirements for his or her appointment

or if he or she violates the duty of loyalty to the company

Board of Directors Recommendation

THE BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE FOR EACH OF THE TWO
NOMINEES FOR OUTSIDE DIRECTOR LISTED IN THIS PROPOSAL TWO

POPOSAL THREEAPPROVAL OF APPOINTMENT OF EYAL WALDMAN OUR
PRESIDENT AND CHIEF EXECUTIVE OFFICER AS CHAIRMAN OF THE BOARD OF

DIRECTORS

Eyal Waldman has served as our president chief executive officer and chairman of our board of

directors since March 1999 Our board of directors has determined that combining the role of executive

officer and chairman of the board is the most effective leadership structure for the company at the

present time considering among other things Mr Waldmans extensive experience in the

semiconductor industry and as our co-founder and chief executive officer and the active role of the

remaining directors each of whom is independent As the chief executive officer Mr Waldman has

detailed knowledge of the risks opportunities and challenges facing the company and is therefore the

most appropriate person to identify strategic priorities and to develop an agenda that ensures that the

board of directors time and attention are focused on critical matters The combined role of chief
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executive officer and chairman of the board of directors also facilitates the flow of information between

management and the board of directors and ensures clear accountability for the execution of the

companys strategy

If Mr Waidmans appointment is approved by shareholders Mr Waldman will hold office as

chairman of the board of directors for term of three
years

until our annual general meeting of

shareholders to be held in 2016 or until his successor has been duly elected or until his earlier death

resignation removal or termination of service as director

Under Israeli law the chief executive officer of public company may not serve as the chairman

of the board of the company unless approved by the holders of majority of the shares of the company

represented at the meeting in person or by proxy or written ballot provided that

at least two-thirds of the shares of non-controlling shareholders or shareholders that do not have

personal interest in the approval voted at the meeting are voted in favor disregarding

abstentions or

the total number of shares of non-controlling shareholders or shareholders that do not have

personal interest in the approval voted against the proposal does not exceed two percent of the

aggregate voting rights in the company

Such approval will be for period not exceeding three years and may be repeated

Board of Directors Recommendation

THE BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE FOR THE APPOINTMENT

OF MR WALDMAN AS CHAIRMAN OF THE BOARD OF DIRECTORS AS DESCRIBED IN THIS

PROPOSAL THREE

PROPOSAL FOURAPPROVAL OF CASH BONUS TO BE PAID TO EYAL WALDMAN

Under Israeli law the terms of service of the chief executive officer of public company require

the approval of the compensation committee board of directors and holders of majority of the voting

power represented at the shareholders meeting in person or by proxy or written ballot and voting

thereon provided that at least one-half of the shares of non-controlling shareholders or shareholders

that do not have personal interest in the approval voted at the meeting are voted in favor

disregarding abstentions or ii the total number of shares of non-controlling shareholders or

shareholders that do not have such personal interest voted against the terms of service of the chief

executive officer does not exceed two percent of the aggregate voting rights in the company In

recognition of Mr Waldmans significant contribution to the company as president and its chief

executive officer each of our compensation committee and our board of directors and subject to the

approval of our shareholders at this meeting has approved cash bonus to be paid to Mr Waldman in

the amount of $470755 for services rendered for the fiscal year ended December 31 2012 pursuant to

the companys annual discretionary cash bonus compensation program

Board of Directors Recommendation

THE BOARD OF DIRECTORS FOLLOWING THE APPROVAL OF THE COMPENSATION

COMMITTEE APPROVED AND RECOMMENDS THAT YOU VOTE FOR THE CASH BONUS TO

BE PAID TO EYAL WALDMAN FOR THE YEAR ENDED DECEMBER 31 2012 AS DESCRIBED IN

THIS PROPOSAL FOUR
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PROPOSAL FIVEAPPROVAL OF THE GRANT OF RESTRICTED

STOCK UNITS TO EYAL WALDMAN

Under Israeli law the terms of service of the chief executive officer of public company require

the approval of the compensation committee board of directors and holders of majority of the voting

power represented at the shareholders meeting in person or by proxy or written ballot and voting

thereon provided that at least one-half of the shares of non-controlling shareholders or shareholders

that do not have personal interest in such approval voted at the meeting are voted in favor

disregarding abstentions or ii the total number of shares of non-controlling shareholders or

shareholders that do not have such personal interest voted against the terms of service of the chief

executive officer does not exceed two percent of the aggregate voting rights in the company Following

the approval of our compensation committee our board of directors has approved the grant of 65000

restricted stock units to Eyal Waldman under the terms described below in recognition of his significant

contribution to the company as its president and chief executive officer We are now seeking

shareholder approval of the grant of these restricted stock units as required pursuant to Israeli law

If approved by our shareholders the restricted stock units will be granted to Mr Waldman under

our existing Global Share Incentive Plan 2006 previously approved by our shareholders The

restricted stock units will vest at the rate of 18th of the original number of ordinary shares on

February 2014 and thereafter at the rate of 8th of the original number of shares on the first day of

each quarterly period of May August November and February commencing May 2014 with the last

8th1 of the original number of shares vesting on February 2017 so long as Mr Waldman continues to

provide services to the company

Board of Directors Recommendation

THE BOARD OF DIRECTORS FOLLOWING THE APPROVAL OF THE COMPENSATION
COMMITTEE APPROVED AND RECOMMENDS THAT YOU VOTE FOR THE APPROVAL OF
THE GRANT OF RESTRICTED STOCK UNITS TO EYAL WALDMAN AS DESCRIBED IN THIS

PROPOSAL FIVE

PROPOSAL SIXADVISORY VOTE TO APPROVE THE COMPENSATION OF OUR
NAMED EXECUTIVE OFFICERS SAY-ON-PAY VOTE AS DISCLOSED IN THE

COMPENSATION DISCUSSION AND ANALYSIS COMPENSATION TABLES AND NARRATiVE
DISCUS SION SET FORTH IN THIS PROXY STATEMENT

Background

The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 or Dodd-Frank Act
enables our shareholders to vote to approve on an advisory non-binding basis the compensation of

our named executive officers as disclosed in this proxy statement in accordance with the SECs rules

Summary

As required pursuant to Section 14A of the Exchange Act we are asking our shareholders to

provide advisory approval of the compensation of our named executive officers as defined in the

Compensation Discussion and Analysis section below as such compensation is described in such

section the tabular disclosure regarding such compensation and the accompanying narrative disclosure

set forth in this proxy statement Our compensation program for our named executive officers is

designed to reward high performance and innovation to promote accountability and to ensure that

executive interests are aligned with the interests of our shareholders The following is summary of the

primary components of our named executive officer compensation We urge our shareholders to review

the Compensation Discussion and Analysis section of this proxy statement and executive-related

compensation tables for more information
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One component of our compensation program is base compensation or salary We design base

salaries to fall within competitive range of the companies against which we compete for executive

talent As we have grown and matured as public company our compensation objectives have

continued to evolve and the base salaries for our named executive officers were increased in 2011 and

2012 so that they would be closer to the market median The named executive officers 2012 base

salaries were either at the median of the market survey data or between the 40-45th percentile of the

survey data as discussed more fully in the Compensation Discussion and Analysis section of this

proxy statement Generally the base salary established for an individual named executive officer

reflects many inputs including our chief executive officers assessment of the named executive officers

performance the level of responsibility the named executive officer bears and competitive pay levels

based on salaries paid to employees with similar roles and responsibilities based on market survey data

Another component of our compensation program is annual cash bonuses We structure our

annual discretionary cash bonus award program to reward named executive officers for our companys

successful performance measured on the basis of our operating income determined on non-GAAP

basis and for each individuals contribution to that performance Our strong operational and financial

performance during 2012 drove our annual cash incentive payouts Consistent with our approach of

placing greater emphasis on equity compensation our compensation committee awarded bonuses

under the companys annual discretionary cash bonus compensation program in March 2013 for services

performed in the
year

ended December 31 2012 that ranged from 47% to 82% of each named

executive officers other than our chief executive officers base salary paid during 2012 These bonus

amounts represented between approximately six and ten months of base salary for each executive

The third component of our compensation program is equity awards In 2012 we granted

restricted stock units to our named executive officers in order to align their interests with the interests

of our shareholders by tying the value delivered to our named executive officers to the value of our

ordinary shares We also believe that restricted stock unit grants to our named executive officers

provide them with long-term incentives that will aid in retaining executive talent by providing

opportunities to be compensated through the companys performance and rewarding executives for

creating shareholder value over the long-term

The say-on-pay vote is advisory and therefore not binding on the company the compensation

committee or our board of directors Our board of directors believes that the information provided

above and within the Compensation Discussion and Analysis and compensation tables included in this

proxy statement demonstrates that our named executive officer compensation is designed to provide

incentives and rewards for both our short-term and long-term performance and is structured to

motivate the companys named executive officers to meet our strategic objectives thereby maximizing

total return to shareholders

The following resolution will be submitted for shareholder vote at the annual general meeting

RESOLVED that the shareholders of Mellanox approve on an advisory basis the

compensation of Mellanoxs named executive officers as disclosed in the Compensation

Discussion and Analysis compensation tables and narrative discussion set forth in this proxy

statement

Our board of directors has adopted policy providing for an annual say-on-pay advisory vote

Unless our board of directors modifies its policy on the frequency of future say-on-pay advisory votes

the next say-on-pay advisory vote will be held at the 2014 annual general meeting of shareholders

Board of Directors Recommendation

THE BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE FOR APPROVAL OF THE

COMPENSATION OF THE COMPANYS NAMED EXECUTiVE OFFICERS AS DESCRIBED IN
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THE COMPENSATION DISCUSSION AND ANALYSIS COMPENSATION TABLES AND
NARRATIVE DISCUSSION SET FORTH IN THIS PROXY STATEMENT AS DESCRIBED IN THIS

PROPOSAL SIX

PROPOSAL SEVENAPPROVAL OF CHANGES TO
ANNUAL RETAINER FEES PAID TO NON-EMPLOYEE DIRECTORS

Under Israeli law the terms of service of the members of the board of directors of public

company require the approval of the shareholders following the approval of the compensation

committee and the board of directors The Companies Law provides further that until the adoption of

compensation policy in accordance with the provisions of the Companies Law shareholder approval

of the directors terms of service shall meet one of the following conditions at least one-half of the

shares of non-controlling shareholders or shareholders that do not have personal interest in the

approval voted at the meeting are voted in favor of the proposal disregarding abstentions or ii the

total number of shares of non-controlling shareholders or shareholders that do not have such personal

interest voted against the proposal does not exceed two percent of the aggregate voting rights in the

company Each of the members of our compensation committee and board of directors has approved

certain changes to the cash compensation to be paid to non-employee directors including outside

directors including amounts to be paid annually for service on our recently established technology

strategy and MA committee

Prior to the proposed changes each member of our board of directors who was not our employee

received the following cash compensation for board services

$35000 per year for service as board member

$25000 per year for service as chairperson of the audit committee and $7000 per year each for

service as chairperson of the compensation and of the nominating and corporate governance

committees

$5000 per year for service as member of the audit committee and $3000 per year each for

service as member of the compensation and of the nominating and corporate governance

committees and

reimbursement for expenses incurred in connection with attending board and committee

meetings

The compensation committee and the board of directors have approved the following revised cash

compensation amounts to be received by each non-employee member of our board of directors for

their annual board services

$35000 per year for service as board member

$25000 per year for service as chairperson of the audit committee $14000 per year for service

as chairperson of the compensation committee $7000 per year
for service as chairperson of the

nominating and corporate governance committee and $7000 per year for service as chairperson

of the technology strategy and MA committee

$5000 per year for service as member of the audit committee $4000 per year for service as

member of the compensation committee $3000 per year for service as member of the

nominating and corporate governance committee and $3000 per year for service as member of

the technology strategy and MA committee and

reimbursement for expenses incurred in connection with attending board and committee

meetings
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In the event our shareholders approve this proposal the revised cash compensation amounts will

be paid starting in calendar year 2013 effective retroactively from January 2013 except with respect

to outside directors under the Companies Law for whom this change will be effective only from the

date of their reappointment as outside directors

Board of Directors Recommendation

THE BOARD OF DIRECTORS FOLLOWING THE APPROVAL OF THE COMPENSATION

COMMITTEE RECOMMENDS THAT YOU VOTE FOR THE APPROVAL OF CHANGES TO

ANNUAL RETAINER FEES PAID TO NON-EMPLOYEE DIRECTORS AS DESCRIBED IN THIS

PROPOSAL SEVEN

PROPOSAL EIGHTAPPROVAL OF THE APPOINTMENT OF

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM AND

AUTHORIZATION OF AUDIT COMMITTEE DETERMINATION OF REMUNERATION

The audit committee of our board of directors has selected PricewaterhouseCoopers LLP as our

independent registered public accounting firm to perform the audit of our consolidated financial

statements for the fiscal year ending December 31 2013

Shareholder approval of the appointment of PricewaterhouseCoopers LLP as our independent

registered public accounting firm for the fiscal
year ending December 31 2013 is required under the

Companies Law The audit committee of our board of directors believes that such appointment is

appropriate and in the best interests of the company and its shareholders Subject to the approval of

this proposal the audit committee will fix the remuneration of PricewaterhouseCoopers LLP in

accordance with the volume and nature of their services to the company

Representatives of PricewaterhouseCoopers LLP are expected to be present at the annual general

meeting of shareholders They will have an opportunity to make statement if they desire to do so and

are expected to be available to respond to appropriate questions from our shareholders

Board of Directors Recommendation

THE BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE FOR THE APPROVAL OF

THE APPOINTMENT OF PRICEWATERHOUSECOOPERS LLP AS OUR INDEPENDENT

REGISTERED PUBLIC ACCOUNTING FIRM FOR THE FISCAL YEAR ENDING DECEMBER 31

2013 AND THE AUTHORIZATION OF OUR AUDIT COMMITTEE TO DETERMINE THEIR

FISCAL 2013 REMUNERATION IN ACCORDANCE WITH THE VOLUME AND NATURE OF

THEIR SERVICES AS DESCRIBED IN THIS PROPOSAL EIGHT

Audit and Non-Audit Services

Subject to shareholder approval of the audit committees authority to determine remuneration for

their services the audit committee is directly responsible for the appointment compensation and

oversight of our independent auditors In addition to retaining PricewaterhouseCoopers LLP to audit

our consolidated financial statements for the fiscal year
ended 2012 the audit committee retained

PricewaterhouseCoopers LLP to provide other non-audit and advisory services in 2012 The audit

committee has reviewed all non-audit services provided by PricewaterhouseCoopers LLP in 2012 and

has concluded that the provision of such non-audit services was compatible with maintaining

PricewaterhouseCoopers LLPs independence and that such independence has not been impaired
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The aggregate fees billed by PricewaterhouseCoopers LLP for audit and non-audit services in 2012

and 2011 were as follows

Service Category 2012

Audit Fees 900000

Audit-Related Fees

Tax Fees 260000

All Other Fees 37800
_________

Total $1197800
_________

In the above table in accordance with the SECs definitions and rules audit fees are fees for

professional services for the audit and review of our annual consolidated financial statements as well as

fees for issuance of consents and for services that are normally provided by the accountant in

connection with statutory and regulatory filings or engagements except those not required by statute or

regulation audit-related fees are fees for assurance and related services that were reasonably related

to the performance of the audit or review of our financial statements including attestation services that

are not required by statute or regulation due diligence and any services related to acquisitions tax

fees are fees for tax compliance tax advice and tax planning and all other fees are fees for any

services not included in the first three categories including services related to updating salary structures

for our employees non-executive officers an application previously submitted to the Israeli Office of

Chief Scientist and our enterprise status in Israel

Fiscal Year Ended

December 31

2011

$1113770

253820

127827

17400

$1512817
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REPORT OF THE AUDIT COMMITTEE1

The audit committee which currently consists of Messrs Federman Riordan Baharav and

Weatherford and Ms Johnson evaluates audit performance manages relations with our independent

registered public accounting firm and evaluates policies and procedures relating to internal accounting

functions and controls The board of directors adopted written charter for the audit committee in

December 2000 and most recently amended it in April 2012 which charter details the responsibilities of

the audit committee This report relates to the activities undertaken by the audit committee in fulfilling

such responsibilities

The audit committee members are not professional accountants or auditors and their functions are

not intended to duplicate or to certify the activities of management and the independent registered

public accounting firm The audit committee oversees the companys financial reporting process on

behalf of the board of directors Management has the primary responsibility for the financial statements

and reporting process including the companys systems of internal controls over financial reporting In

fulfilling its oversight responsibilities the audit committee reviewed and discussed with management the

audited financial statements included in the Annual Report on Form 10-K for the year ended

December 31 2012 This review included discussion of the quality and the acceptability of the

companys financial reporting and controls including the clarity of disclosures in the financial

statements

The audit committee also reviewed with the companys independent registered public accounting

firm who is responsible for expressing an opinion on the conformity of the companys audited financial

statements with generally accepted accounting principles its judgments as to the quality and the

acceptability of the companys financial reporting and such other matters required to be discussed with

the audit committee under generally accepted auditing standards in the United States including

Statement on Auditing Standards No 61

The audit committee has received the written disclosures and the letter from the companys

independent registered public accounting firm required by applicable requirements of the Public

Company Accounting Oversight Board regarding the independent registered public accounting firms

communications with the audit committee concerning independence and has discussed with the

independent registered public accounting firm its independence

The audit committee further discussed with the companys independent registered public

accounting firm the overall scope and plans for its audits The audit committee meets periodically with

the independent registered public accounting firm with and without management present to discuss

the results of the independent registered public accounting firms examinations and evaluations of the

companys internal controls and the overall quality of the companys financial reporting

The Sarbanes-Oxley Act of 2002 and the auditor independence rules of the SEC require all issuers

to obtain pre-approval from their respective audit committees in order for their independent registered

public accounting firms to provide professional services without impairing independence As such the

audit committee has policy and has established procedures by which it pre-approves all audit and

other permitted professional services to be provided by the companys independent registered public

accounting firm From time to time the company may desire additional permitted professional services

for which specific pre-approval is obtained from the audit committee before provision of such services

commences The audit committee has considered and determined that the provision of the services

This section is not soliciting material is not deemed filed with the SEC and is not to be

incorporated by reference in any filing of the company under the Securities Act of 1933 as

amended the Securities Act or the Exchange Act whether made before or after the date

hereof and irrespective of any general incorporation language in any such filing
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other than audit services referenced above is compatible with maintenance of the auditors

independence

In reliance on the reviews and discussions referred to above the audit committee recommended to

the board of directors that the audited financial statements be included in the Annual Report on

Form 10-K for the year ended December 31 2012 which was filed with the SEC on February 25 2013

The foregoing report is provided by the undersigned members of the audit committee

Thomas Weatherford Chairman

Dov Baharav

Irwin Federman

Ama Johnson

Thomas Riordan
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REPORT OF THE COMPENSATION COMMITTEE2

Our compensation committee reviews and recommends our programs policies and practices

relating to the compensation and benefits of our officers and employees Our compensation committee

in consultation with our chief executive officer or our CEO other than with respect to his own

compensation and our board of directors decides how much cash compensation should be part of

each of our officers total compensation by benchmarking to peer group of companies which we refer

to as our Peer Group Companies and considers the relative importance of short-term incentives In

addition our compensation committee in consultation with our CEO other than with respect to his

own compensation makes recommendations to our board of directors regarding equity-based

compensation to align the interests of our management with shareholders considering each named

executive officers equity holdings Our compensation committee also manages the granting of options

to purchase our ordinary shares and other awards under our Global Share Incentive Plan 2006
Under the Companies Law and subject to its provisions compensation for officers other than directors

and chief executive officer is required to be approved by the compensation committee and the board

of directors Compensation for our chief executive officer is required to be approved by the

shareholders following the approval by the board of directors and compensation committee Our

compensation committee will review and evaluate at least annually our incentive compensation plans

All members of our compensation committee are independent under the applicable rules and

regulations of the SEC the NASDAQ Stock Market and the U.S Internal Revenue Service

Our compensation committee has reviewed and discussed the Compensation Discussion and

Analysis or CDA for the year ended December 31 2012 with management In reliance on the

reviews and discussion referred to above our compensation committee recommended to our board of

directors that the CDA be included in the proxy statement for the 2013 annual general meeting of

shareholders which is incorporated by reference into the Annual Report on Form 10-K for the year

ended December 31 2012 each as filed with the SEC

The foregoing report
is provided by the undersigned members of our compensation committee

Amal MI Johnson Chairman

Dov Baharav

Glenda Dorchak

Thomas Riordan

This section is not soliciting material is not deemed filed with the SEC and is not to be

incorporated by reference in any filing of the company under the Securities Act or the Exchange

Act whether made before or after the date hereof and irrespective of any general incorporation

language in any such filing
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COMPENSATION DISCUSSION AND ANALYSIS

We invest our resources to grow our business in manner that we believe will increase shareholder

value To further this objective our compensation committee oversees our compensation program to

support and reward the achievement of our financial goals and to promote the attainment of other key

business objectives In order to conduct our business effectively we must attract motivate and retain

highly qualified employees Our compensation program is designed to reward high performance and

innovation to promote accountability and to ensure that executive interests are aligned with the

interests of our shareholders

Our named executive officers for 2012 were Eyal Waldman chairman of our board of directors

CEO and president Jacob Shulman chief financial officer Michael Gray former chief financial officer

Marc Sultzbaugh senior vice president of worldwide sales Shai Cohen chief operating officer and

Roni Ashuri Vice President of Engineering Effective November 2012 Mr Gray retired as our chief

financial officer and was succeeded by Mr Shulman Mr Grays employment with the Company

continued during transition period until February 2013 Mr Gray did not receive any severance or

other benefits in connection with his retirement

2012 Financial Results and Link to Pay Decisions

Company Financial Performance In fiscal year 2012 we achieved record levels of revenue cash

flow and profitability

Revenue for 2012 was record $500.8 million an increase of 93.2 percent from revenue of

$259.3 million reported in 2011

GAAP net income in 2012 was record $111.4 million or $2.54 per diluted share compared

to $10.0 million or $0.26 per diluted share in 2011

Non-GAAP net income in 2012 was record $155.7 million or $3.60 per diluted share

compared to $45.6 million or $1.16 per diluted share in 2011 2012 non-GAAP net income

excludes $35.0 million of share-based compensation expenses and amortization of acquired

intangible assets of $9.3 million associated with the acquisition of Voltaire Ltd on

February 2011 2011 non-GAAP net income excludes $21.4 million of share-based

compensation expenses amortization of acquired intangible assets of $9.8 million associated

with the acquisition of Voltaire Ltd on February 2011 and acquisition-related expenses

of $4.4 million

The company generated record $182.5 million in cash from operating activities for the

year

Balance sheet metrics continued to grow with year-end cash and investments of $426.3

million at December 31 2012 compared to $241.4 million at year-end 2011

Base Salaries The base salaries of our named executive officers other than our CEO were

increased by approximately 4-5% in order to provide for cost of living adjustment and to

maintain their positioning around the market median Our CEOs base salary was increased by

approximately 13.4% in light of our CEOs significant contributions to our company in 2011

including our record revenue growth and positive earnings during 2011 For 2012 the named

executive officers base salaries fell at or below the 50t11 percentile of the Radford U.S and

Israeli-based Zviran survey data as applicable

Cash Bonuses Reflected Strong 2012 Company Performance We structured our 2012 annual

discretionary cash bonus award program to reward named executive officers for our companys

successful performance measured on the basis of our non-GAAP operating income and for

each individuals contribution to that performance Our strong operational and financial
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performance during 2012 drove our annual cash incentive payouts For 2012 we reserved 10% of

our non-GAAP operating income to the profit sharing pooi of which 90% was further allocated

to the annual discretionary bonus program and the remaining 10% was reserved for the

community contribution pooi For 2012 the total profit sharing pooi was $18.1 million and

represented 10% of our non-GAAP operating income which inclusive of this expense was

$162.6 million Amounts allocated to our annual discretionary bonus program and the

community contribution pooi were $16.3 million and $1.8 million respectively One

percent 1% of our non-GAAP operating income was reserved for community contribution

One of our strongest values as company is commitment to give back to the community In

line with these values historically we have dedicated 10% of the profit sharing pool to give back

to the community by making donations to schools and charities in the United States and in

Israel

Equily as Key Component of Compensation In February 2012 our board of directors granted

each of our named executive officers other than our CEO restricted stock unit awards that

were consistent with the levels awarded in 2011 except that Mr Sulzbaughs award was

increased to reflect the importance of global sales to our business Following shareholder

approval at our 2012 annual general meeting of shareholders our CEO was granted 84000

restricted stock units The size of Mr Waldmans 2012 award was larger than his 2011 grant and

reflected our significant year-over revenue growth Our 2012 restricted stock unit awards are

subject to vesting over four years aid in retaining executive talent and reward executives for

creating shareholder value over the long term

In this Compensation Discussion and Analysis section we discuss the material elements of our

compensation programs and policies including program objectives and reasons why we pay each

element of our executives compensation Following this discussion you will find series of tables

containing more specific details about the compensation earned by or awarded to our named executive

officers This discussion focuses principally on compensation and practices relating to the named

executive officers for 2012

Compensation Philosophy and Objectives

Our compensation philosophy includes compensating our executives at levels that are competitive

with our peer group companies discussed more fully below in order to attract and retain talented

executives and to provide equity incentives that align the interests of our executives with the interests

of our shareholders

Historically we paid base salaries to our named executive officers that were less than the median

base salaries paid to executive officers of our peer group companies As we have grown and matured as

public company our compensation objectives have continued to evolve and the base salaries for our

named executive officers were increased in 2011 and 2012 so that they would be closer to the median

The named executive officers 2012 base salaries were either at the median of the survey data

discussed more fully below or between the 4Q45th percentile of the
survey

data Generally bonus

awards for 2012 were set in reference to our strong performance during 2012

We seek to align the interests of our executives and other employees with the interests of our

shareholders by granting our executives and other employees equity awards In 2012 our compensation

committee granted our named executive officers restricted stock units Our compensation committee

believes that restricted stock units can provide value certainty in an uncertain economic environment

while continuing to align the interests of our executives and other employees with the interests of our

shareholders

In order to provide our named executive officers employment security so that they can remain

focused on our business in the event of potential change in control we have entered into executive
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severance benefits agreements with each of our named executive officers that provide for certain

payments and other severance benefits in the event their service is terminated following change in

control of our company We believe that these executive severance benefits agreements help attract and

retain talented executives by ensuring their efforts remain focused on our shareholders long term

interests rather than the individual executives short term employment-related interests

We believe that the cash compensation including base salary and annual cash bonus awards and

equity award grants we provide along with the security provided by restricted stock units and executive

severance benefits agreements created competitive total compensation package for our named

executive officers for 2012

Components of Compensation

Our executive compensation program has three primary components base compensation or

salary ii annual cash bonuses and iii equity awards including stock option grants and awards of

restricted stock units Our program is designed to provide incentives and rewards for both our

short-term and long-term performance and is structured to motivate the companys named executive

officers to meet our strategic objectives thereby maximizing total return to shareholders In addition

we provide our named executive officers with benefits that we also generally make available to all

salaried employees in the geographic location where they are based In Israel we make contributions

on behalf of most of our employees including our named executive officers to an education fund and

also to fund known as Managers Insurance which provides combination of retirement plan

insurance and severance pay benefits to Israeli employees and permit employees to participate in the

companys automobile leasing program under which we pay for gas maintenance insurance and the

cost of normal wear and tear of the vehicle over the life of the lease We make matching 401k plan

contributions in an amount up to 4% of base salary for all employees based in the United States

including our U.S.-based named executive officers as well as for Mr Waldman

Our executive compensation program is administered by our compensation committee which is

comprised of four independent members of and reports to our board of directors Operating under its

charter our compensation committee reviews in consultation with management and the board of

directors and evaluates the compensation plans policies and programs of the company In addition

our compensation committee reviews and recommends to our board of directors the approval of our

CEOs compensation including base salary cash bonuses and equity awards including stock option

grants and awards of restricted stock units Our compensation committee also annually evaluates and

approves certain elements of our other named executive officers compensation These annual

evaluations include consideration of the current levels and components of compensation paid to our

named executive officers ii consideration of the mix of cash incentives and long-term equity awards

and iii review of compensation paid by survey companies to executives in positions comparable to

those held by our named executive officers

Pursuant to Amendment No 20 to the Israeli Companies Law Amendment No 20 which

became effective in 2012 the compensation of our named executive officers other than our CEO and

the compensation of other officers who are not directors who report directly to our CEO must be

approved by our board of directors following the approval by our compensation committee In

accordance with the Companies Law our CEOs compensation must be approved by our compensation

committee board of directors and shareholders

Approach for Determining Form and Amount of Compensation

Comparison to Market Practices In making compensation decisions our compensation committee

and board of directors reference third-party surveys that provide compensation data and review

feedback from an independent compensation consultant In 2011 the compensation committee directly
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engaged the compensation consultant Mercer LLC or Mercer to provide the compensation committee

advice regarding our compensation programs for our executive officers Mercer does not provide any

other services for our company Mercers work for our compensation committee in 2011 included

reviewing our compensation practices in light of emerging best practices evaluating our peer group

companies collecting and providing relevant market data reviewing this data and analyses provided by

other consultants and developing alternatives to consider for CEO compensation In connection with

its work for our compensation committee in 2011 Mercer attended compensation committee meetings

with and without management personnel present Mercer did not provide any consulting or other

services to the Company during 2012

In February 2011 our compensation committee reviewed compensation report prepared by

Mercer which provided comprehensive overview of our compensation practices and procedures

including review of the total compensation position and responsibilities of our executives and the

total compensation of similarly situated executives employed by similarly situated companies in our

industry

For 2012 our compensation committee and board of directors referred to data from 2012

Radford Executive SurveyU.S an independent third-party national compensation survey and local

Israeli-based Zviran survey an independent third-party survey
of compensation practices by large

high-tech companies in Israel which together we refer to as the Surveys The Radford survey was

filtered so that it consisted of semiconductor companies in the San Francisco Bay Area with revenues

of between $200 million and $500 million The industry data from the Surveys consists of salaries and

other compensation paid by companies to executives in positions comparable to those held by our

named executive officers Specifically we reviewed data on named executive officer positions in the

United States from the Radford survey and for positions in Israel from the Zviran survey

The Role of Our Chief Executive Officer Our CEO provides our compensation committee with his

assessment of the performance levels of the company and our named executive officers other than

himself and his recommendations with respect to compensation of our named executive officers other

than himself Our compensation committee believes it is important to consider and evaluate our

CEOs input on matters concerning compensation of other named executive officers The compensation

committee believes that our CEOs input regarding our other named executive officers individual

performances as well as the expected contributions and future potential of each of them is useful

because each other named executive officer reports directly to our CEO and our CEO interacts with

our other named executive officers on an ongoing basis throughout the year

Pursuant to Amendment No 20 the compensation of our named executive officers and the

compensation of other officers who are not directors who report directly to our CEO must also be

approved by our board of directors following the approval by our compensation committee and with

respect to our CEOs compensation also by our shareholders

Base Salary

We design base salaries to fall within competitive range of the companies against which we

compete for executive talent We endeavor to set the base salaries of our named executive officers near

the market 50th percentile For 2012 the named executive officers base salaries fell at or below the

50th percentile of the Survey data Generally the base salary established for an individual named

executive officer reflects many inputs including our CEOs assessment of the other named executive

officers performance the level of responsibility the named executive officers bear and competitive pay

levels based on salaries paid to employees with similar roles and responsibilities at the peer group

companies

Our CEOs base salary reflects his central management role which is consistent with our review of

CEO salaries in the salary surveys
referenced above The base salaries of other named executive
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officers are determined based on their overall duties and responsibilities within the company their

experience and qualifications and the base salaries paid by the companies participating in the Surveys

for similar roles In accordance with this approach with respect to the appointment of Jacob Shulman

as our chief financial officer effective November 2012 and following the approval of our

compensation committee our board of directors set his base salary at $250000

In February 2012 our CEO completed his focal review of each of our named executive officers

other than himself and recommended base salary increases of approximately 4-5% for each of the

other named executive officers for 2012 to our compensation committee Our compensation committee

determined that the increases in base salary were appropriate in light of significant contributions of the

named executive officers to our company in 2011 including our record revenue growth and positive

earnings during 2011 With input from our CEO except with respect to himself our compensation

committee determined the base salary increase amount for each individual named executive officer

following the process described above Messrs Grays and Sulzbaughs base salaries were each

increased 5.0% to $273000 Mr Cohens base salary was increased 4.4% to $216000 and Mr Ashuris

base salary was increased 5.3% to $207000 For purposes of the Summary Compensation Table the

base salaries reported for Messrs Cohen and Ashuri are converted from New Israeli Shekels to U.S

dollars using the 2012 average exchange rate of 3.85 New Israeli Shekels to U.S dollar

Upon recommendation of our compensation committee and following the approval of our board

of directors our shareholders approved increasing our CEOs base salary to $465000 an increase of

13.4% over our CEOs 2011 base salary Our compensation committee and board of directors

determined the increase in base salary was appropriate in light of our CEOs significant contributions

to our company in 2011 including our record revenue growth and positive earnings during 2011

Annual Discretionary Cash Bonus Program

We structured our 2012 annual discretionary cash bonus award program to reward named executive

officers for our companys successful performance measured on the basis of our non-GAAP operating

income and for each individuals contribution to that performance We initiated our annual discretionary

cash bonus program in 2005 and since then other than with respect to our CEO annual cash bonuses have

not constituted significant portion of our named executive officers total compensation because we

primarily rely on equity awards to provide incentives to our named executive officers

Under our annual discretionary cash bonus award program our employees in good performance

standing including our named executive officers are eligible to receive an award from bonus pool in

an amount that is determined annually The annual bonus pool amount is determined by our

compensation committee based on its assessment of our achievement of our operating plan and

company profitability For 2012 we reserved 10% of our non-GAAP operating income to the profit

sharing pool of which 90% was further allocated to the annual discretionary bonus program and the

remaining 10% was reserved for the community contribution pool For 2012 the total profit sharing

pool was $18.1 million and represented 10% of our non-GAAP operating income which inclusive of

this expense was $162.6 million Amounts allocated to our annual discretionary bonus program and the

community contribution pool were $16.3 million and $1.8 million respectively Based on consultation

with our CEO in 2012 the compensation committee determined and approved the amount of each

named executive officers bonus award from this pool for purposes of compensating them for their

individual contributions to our fiscal 2012 financial performance
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Consistent with our approach of placing greater emphasis on equity compensation our

compensation committee awarded bonuses under the companys annual discretionary cash bonus

compensation program in March 2013 for services performed in the
year

ended December 31 2012

that ranged from 47% to 82% of each named executive officers other than our CEOs base salary

paid during 2012 Specifically Mr Shulman was awarded $117689 which represents 47% of his base

salary Mr Sultzbaugh was awarded $176533 which represents approximately 65% of his base salary

Mr Cohen was awarded $176533 which represents approximately 82% of his base salary and

Mr Ashuri was awarded $152995 which represents approximately 74% of his base salary Payments

under the annual discretionary cash bonus program were contingent upon continued employment

through the actual date of payment which was April 2013 These bonus amounts represented

between approximately six and ten months of base salary for each executive In light of Mr Grays

significant contributions to the Company during 2012 the compensation committee
an.çl

the Board

approved granting Mr Gray discretionary bonus in the amount of $75000

In March 2013 upon the recommendation of our compensation committee our board of directors

approved cash bonus to our CEO Eyal Waldman in the amount of $470755 which represented

101% of his base salary for services performed in the year ended December 31 2012 pursuant to the

companys annual discretionary cash bonus compensation program Payment to Mr Waldman of this

bonus remains subject to approval by our shareholders at our 2013 annual general meeting to which

this proxy document relates

Policies with Respect to Equity Compensation Awards

Historically we have granted stock options and restricted stock units to our named executive

officers in order to align their interests with the interests of our shareholders by tying the value

delivered to our named executive officers to the value of our ordinary shares Annual stock option and

restricted stock unit grants provide our named executive officers with long-term incentives that aid in

retaining executive talent and reward executives for creating shareholder value over the long term We

may also make grants of stock options and restricted stock units at the discretion of our board of

directors and the compensation committee in connection with the hiring or promotion of new executive

officers

We grant stock options with exercise prices equal to the closing price of our ordinary shares on the

date of the grant therefore the options only have value if our share price increases Stock option

grants to newly hired employees generally vest over four years with 25% of the shares subject to the

grant vesting on the one-year anniversary of employment and 8th of the shares vesting during each

subsequent month of employment provided the recipient remains an employee of the company Annual

stock option awards made to employees and named executive officers generally vest under the same

terms During 2012 we did not grant any stock options to our named executive officers

Our annual awards of restricted stock units made to existing employees in February 2012 including

our named executive officers vest over four
years

at the rate of 1248th of the shares on February 2013

and thereafter at the rate of gth of the original number of shares on the first day of each quarterly

period of May August November and February commencing May 2013 with the last st1 of the

original number of shares vesting on February 2016 so long as the restrictedtock unit holder

remains an officer or employee of the company We set these vesting schedules in order to provide an

incentive to our employees including our named executive officers to continue their employment with

us over the long term and with respect to the restricted stock units generally to provide them the

opportunity to sell their vested shares to cover taxes incurred with vesting during period following the

public release of our prior quarters fiscal operating results

Generally we determine the size of each equity award to named executive officer after

considering the role of each named executive officer within our company the criticality of his function
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within the organization and the named executive officers current equity position
from previous equity

awards Since long-term incentive compensation levels fluctuate from year to year depending on each

companys granting patterns valuation assumptions and stock price we generally review surveys using

long-term incentive information from our peer group companies under both value approach which is

based on the fair value of long-term incentive awards and percentage of common shares outstanding

approach which compares the number of shares subject to each long-term incentive award to the

number of shares outstanding for each company

In February 2012 our board of directors granted each of our named executive officers restricted

stock units as follows Mr Shulman 7000 reflecting his prior position of VP of finance Mr Gray

14000 Mr Sultzbaugh 25000 Mr Cohen 15000 and Mr Ashuri 13000 These award levels were

generally consistent with the levels awarded in 2011 except that Mr Sulzbaughs award was increased

to reflect the importance of global sales to our business The initial determinations with respect to the

number of restricted stock units granted to each named executive officer and the vesting terms were

made by our compensation committee in consultation with our CEO except for his own grant In

2011 our compensation committee and CEO reviewed the 2010 Radford Executive SurveysU.S and

the 2010 Radford International SurveyIsrael in the process
of determining the size of 2011 restricted

stock unit grants but did not target particular percentile or engage in any benchmarking Our

compensation committee and our CEO except with respect to his own grant recommended the

number of restricted stock units and the vesting terms to our board of directors

Following shareholder approval at our 2012 annual general meeting of shareholders upon the

recommendation of our compensation committee and the approval of our board of directors our CEO

was granted 84000 restricted stock units which also vest in accordance with the schedule described

above The size of Mr Waldmans 2012 award was larger than his 2011 grant and reflected our

significant year-over revenue growth

In addition in connection with Mr Shulmans appointment as chief financial officer and in light of

his increased responsibilities in September 2012 our board of directors granted Mr Shulman 12000

restricted stock units Mr Shulmans additional award was granted to bring the size of his 2012 equity

grants closer to the levels awarded to the other named executive officers other than the CEO The

restricted stock units vest at the rate of 18th of the original number of shares on November 2013

and thereafter at the rate of 8th1 of the original number of shares on the first day of each quarterly

period of February May August and November commencing February 2014 with the last 8th of

the original number of shares vesting on November 2016 so long as Mr Shulman continues to

provide services to the company

Pursuant to Amendment No 20 the compensation of our named executive officers other than our

CEO and the compensation of other officers who are not directors who report directly to our CEO

must be approved by our board of directors following the approval by our compensation committee In

accordance with the Companies law our CEOs compensation must be approved by our compensation

committee board of directors and shareholders

The company does not have any equity ownership guidelines that require any of our directors or

executive officers to hold stated number or fixed percentage of our ordinary shares

Change of Control Severance Arrangements

We have entered into executive severance benefits agreements with each of our named executive

officers which provide that if the executives employment with our company is terminated without cause

or if the executive is constructively terminated as these terms are defined in the agreements and the

executive provides us general release of all claims in each case during the 12-month period following
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change of control as defined in the agreements of our company then the executive is entitled to

receive the following payments and benefits

Continuation of the named executive officers salary for six months at per annum rate of 120%

of the executives annual base salary in effect on the termination date

In the case of named executive officer who resides in the United States if the named

executive officer elects COBRA coverage under our group health plan payment for the cost to

continue COBRA coverage for the named executive officer and his eligible dependents for up to

12 months following the termination date

Accelerated vesting and immediate exercisability of the named executive officers outstanding

and unvested stock awards as to 50% of the total number of unvested shares subject to such

outstanding and unvested stock option awards

We determined the amount of these payments and benefits prior to our initial public offering by

reference to the general practices of public companies in our industry at that time

The benefits payable under the severance agreements are in addition to payments or other

benefits if any that any named executive officer who resides in Israel may be entitled to receive under

applicable Israeli law Israeli law generally requires severance pay equal to one months salary for each

year of employment upon the retirement death or termination without cause as defined in the Israeli

Severance Pay Law of an employee To satisfy this requirement we make contributions on behalf of

most of our Israeli-based employees to fund known as Managers Insurance or to pension fund

These funds provide combination of pension plan insurance and severance pay benefits to the

employee giving the employee or his or her estate payments upon retirement or death and securing

the severance pay if legally entitled upon termination of employment Each full-time Israeli employee

and hourly employee as of September 2012 including each of our Israeli-based named executive

officers is entitled to participate in the plan Each employee who participates contributes an amount

between 5% and 5.5% of his or her salary to the pension plan and we contribute between 13.33% and

16.83% of his or her salary consisting of between 5% and 6% to the pension plan 8.33% for

severance payments and up to 2.5% for disability insurance In addition to the above each full-time

Israeli employee including each of our Israeli-based named executive officers is entitled to participate

in an education fund plan Each employee who participates contributes an amount equal to 2.5% of his

or her salary to the education fund and we contribute 7.5% of his or her salary

Within the context of our compensation philosophy the compensation committee believes the

terms of our executive severance agreements with our named executive officers will encourage their

continued attention and dedication to their assigned duties through and following any change of control

of our company We believe that the terms of these agreements will further ensure that each of our

named executive officers will continue to remain focused on the long-term objective of delivering

shareholder value during and following change of control event if they are assured that their

long-term employment interests are reasonably provided for with competitive market severance

arrangement We believe that these executive severance agreements thus help ensure the best interests

of our shareholders

The potential payments under the executive severance benefits agreements as of December 31
2012 are set forth below under the heading Potential Payments Upon Termination Following

Change of Control

Perquisites

Historically from time to time our compensation committee and board of directors have provided

certain of our named executive officers with perquisites that we believe are reasonable We do not view

perquisites as significant element of our comprehensive compensation structure but do believe they
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can be useful in attracting motivating and retaining the below named executive officers We believe

that these additional benefits may assist our executive officers in performing their duties and provide

time efficiencies for our executive officers in appropriate circumstances particularly when we require

frequent or lengthy travel and we may consider providing additional perquisites in the future In 2012

our named executive officers received the perquisites set forth in the table below which our

compensation committee determined were appropriate in order to facilitate the efforts of Mr Waldman

and Mr Sultzbaugh on behalf of our company while at our California headquarters and the efforts of

Mr Gray on behalf of our company while conducting business from his home in Oregon

Housing and housing-related expense reimbursement

Tax reimbursement related to perquisites provided

Housing-related expense reimbursement

Select travel reimbursement

Tax reimbursement related to perquisites provided

Car expense reimbursement

Housing and housing-related expense reimbursement

Select travel reimbursement

Tax reimbursement related to perquisites provided

The table above does not include automobile-related expense reimbursement insurance

reimbursement retirement fund contributions severance fund contributions and education fund

contributions all of which are provided to all of our employees including our named executive officers

who are based in Israel

In the future we may provide additional perquisites to our named executive officers as an element

of their overall compensation structure We do not expect these perquisites to be significant element

of our compensation structure All future practices regarding perquisites will be approved and subject

to periodic review by our compensation committee and/or board of directors In addition pursuant to

Amendment No 20 the compensation of our named executive officers other than our CEO and the

compensation of other officers who are not directors who report directly to our CEO must be

approved by our board of directors following the approval by our compensation committee In

accordance with the Companies Law our CEOs compensation must be approved by our compensation

committee board of directors and shareholders

Shareholder Advisory Vote to Approve Executive Compensation

At our 2012 Annual General Meeting of Shareholders our shareholders voted in non-binding

advisory votes to approve the compensation of our named executive officers Our compensation

committee reviewed the result of the shareholders advisory vote on executive compensation In light of

the approval by substantial majority of our shareholders of the compensation programs described in

our 2012 proxy statement representing approximately 85% of the shares represented in person or by

proxy at the meeting and entitled to vote our compensation committee did not implement changes to

our executive compensation programs as result of the shareholders advisory vote The compensation

of each of our named executive officers for 2012 reflects continued improvements in our financial and

operating performance

Tax Considerations

Section 162m of the U.S Internal Revenue Code establishes limitation on the deductibility of

compensation payable in any particular tax year to our named executive officers Section 162m

generally provides that publicly-held companies cannot deduct compensation paid to certain named

executive officers to the extent that such compensation exceeds $1 million per officer Compensation

Name

Eyal Waldman

Michael Gray

Marc Sultzbaugh

Perquisite
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that is performance-based compensation within the meaning of the U.S Internal Revenue Code does

not count toward the $1 million limit While the compensation committee may consider Section 162m
in making its compensation decisions historically the deductibility of compensation under

Section 162m has not been factor in the compensation committees determination process The

compensation committee will monitor the level of compensation paid to the companys named

executive officers and may act in response to the provisions of Section 162m

2012 Summary Compensation Table

The following table summarizes the compensation awarded to earned by or paid to each named

executive officer for the years ended December 31 2012 2011 and 2010

Restricted All Other

Stock Units Compensation
Name and Principal Position ar Salary Bonus $1 $2 Total $1
Eyal Waldman4 2012 451408 4707553 4893000 1777645 5992927

President Chief Executive 2011 402024 200000 1521000 145045 2268069
Officer 2010 363451 157500 899550 149485 1569986

Jacob Shulman 2012 226481 117689 1699420 92856 2052875
Chief Financial Officer

Michael Gray 2012 269750 75000 529620 641157 938485

Former Chief Financial Officer 2011 256250 57000 374780 36961 724991

2010 231942 49500 231240 47146 559828

Marc Sultzbaugh 2012 269750 176533 945750 707058 1462738
Senior Vice President of Worldwide 2011 255002 75000 374780 68989 773770
Sales 2010 235009 49500 231240 90028 605777

Roni Ashuri4 2012 202054 152995 491790 481049 894943

Vice President of Engineering

Shai Cohen4 2012 211140 176533 567450 4971310 1004836
Chief Operating Officer 2011 218007 54000 374780 51435 698221

2010 193156 43200 231240 45977 513574

Bonus and total compensation amounts for fiscal years 2011 and 2010 were reported in prior proxy

statements based on bonuses paid during each fiscal year These amounts have been revised to

reflect bonuses earned for each fiscal year and paid in the subsequent fiscal year

Amounts shown in this column represent the aggregate incremental grant date fair value of

restricted stock units granted during 2012 2011 and 2010 as calculated under FASB ASC

Topic 718 The valuation assumptions used in determining such 2012 amounts are described in

Note 10 to our consolidated financial statements included in our Annual Report on Form 10-K for

the fiscal
year

ended December 31 2012

Mr Waldmans bonus is subject to shareholder approval at this years annual meeting

Amounts reported for Messrs Walclman Ashuri and Cohen in 2012 other than bonuses are

converted from New Israeli Shekels to U.S dollars using the 2012 average exchange rate of 3.85

New Israeli Shekels to U.S dollar Amounts reported for Messrs Waldman Ashuri and Cohen

in 2011 other than bonuses are converted from New Israeli Shekels to U.S dollars using the 2011

average exchange rate of 3.55 New Israeli Shekels to U.S dollar Amounts reported for

Messrs Waldman Ashuri and Cohen in 2010 other than bonuses are converted from New Israeli

Shekels to U.S dollars using the 2010 average exchange rate of 3.73 New Israeli Shekels to U.S
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dollar Bonuses reflect amounts approved by the Compensation Committee in U.s dollars These

amounts were paid to Messrs Waldman Ashuri and Cohen in New Israeli Shekels based on the

exchange rate on the payment date

Includes $16453 in tax-related reimbursements $74993 in housing and housing-related expense

reimbursements $29614 contributed to severance fund which is mandated by Israeli Law

$17775 contributed to retirement fund on behalf of Mr Waidman $26663 contributed to an

employee education fund on behalf of Mr Waldman $3140 in automobile-related expense

reimbursements and $9126 in insurance reimbursements

Includes 401k plan matching contribution of $9059 and insurance benefits of $226

Includes 401k plan matching contribution of $10000 select travel reimbursements of $14426

housing-related expense reimbursements of $21640 tax-related reimbursements of $16861 and

insurance benefits of $1188

Includes automobile-related expense reimbursements of $4836 housing and housing-related

expense reimbursements of $24520 401k plan matching contribution of $10000 select travel

reimbursements of 23900 tax-related reimbursements of $6945 and insurance benefits of $414

Includes $16831 contributed to severance fund which is mandated by Israeli Law $10103

contributed to retirement fund on behalf of Mr Ashuri $4804 for automobile-related expenses

pursuant to the companys automobile leasing program $15154 contributed to an employee

education fund on behalf of Mr Ashuri and $1212 in insurance reimbursements

10 Includes $17588 contributed to severance fund which is mandated by Israeli Law $10557

contributed to retirement fund on behalf of Mr Cohen $4466 for automobile related expenses

pursuant to the companys automobile leasing program $15835 contributed to an employee

education fund on behalf of Mr Cohen and $1267 in insurance reimbursements

2012 Grants of Plan-Based Awards

The table below sets forth information regarding grants of plan-based awards made to our named

executive officers during the year
ended December 31 2012

All Other Stock Grant Date

Awards Fair Value of

Number of Stock and

Shares of Stock Option Awards

Name Grant Date1 or Units $2

Eyal Waldman 5/14/2012 84000 4893000

Jacob Shulman 2/1/2012 5000 184600

2/22/2012 2000 75660

9/6/2012 12000 1439160

Michael Gray 2/22/2012 14000 529620

Marc Sultzbaugh 2/22/2012 25000 945750

Roni Ashuri 2/22/2012 13000 491790

Shai Cohen 2/22/2012 15000 567450

Except with respect to Mr Waldmans award granted on May 14 2012 and Mr Shulmans award

granted on September 2012 all restricted stock units vest at rate of 18th of the original

number of shares on February 2013 and thereafter at rate of 8th of the original number of

shares on the first day of each quarterly period of May August November and February

commencing May 2013 with the last 8th of the original number of shares vesting on

February 2016 so long as each of the employees remains an officer or employee of the company

Mr Waldmans award vests at the rate of 18th of the original number of shares on February
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2013 and thereafter at the rate of 8th1 of the original number of shares on the first day of each

quarterly period of May August November and February commencing May 2013 with the last

8th of the original number of shares vesting on February 2016 so long as Mr Waidman

continues to provide services to the company Mr Shulmans award granted on September 2012

vests at the rate of 18th of the original number of shares on November 2013 and thereafter at

the rate of sthl of the original number of shares on the first day of each quarterly period of

February May August and November commencing February 2014 with the last 8t of the

original number of shares vesting on November 2016 so long as Mr Shulman continues to

provide services to the company

Represents the grant date fair value of restricted stock units granted in 2012 calculated in

accordance with the provisions of FASB ASC Topic 718 The valuation assumptions used in

determining such amounts are described in Note 10 to our consolidated financial statements

included in the companys Annual Report on Form 10-K for the fiscal year ended December 31

2012
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2012 Outstanding Equity Awards At Fiscal Year-End Table

The following table provides
information on the stock options and restricted stock units held by

each of our named executive officers as of December 31 2012

Restricted stock units with vesting commencement date of January 2010 vest with respect to 1348th of

the original number of ordinary shares subject thereto on February 2011 and thereafter at rate of

8th of the original number of shares on the first day of each quarterly period of May August

November and February commencing on May 2011 with the last gt of the original number of

shares vesting on January 2014 Restricted stock units with vesting commencement date of May

Option Awards

Number of Number of

Securities Securities

Underlying Underlying

Unexercised Unexercised Option

Vesting Options Options Exercise

Commencement Exercisable Unexercisable Price

Date

Stock Awards

Number of

Shares or

Units of

Stock

that Have

Not
Vested

Market

Value of

Shares or

Units of

Stock

that

Have Not

Vested

779363

1855566

4987920

Option Vesting

Expiration Commencement

Name Date Date

Eyal

Waldman 10/26/2006 114284 9.19 10/26/2016

12/26/2008 90000 8.23 12/26/2018

4/22/2009 40972 10.23 4/22/2019

Jacob

Shulman 12/26/2008 2579 8.23 12/26/2018

4/22/2009 12590 10.23 4/22/2019

Michael Gray 10/26/2006 7308 9.19 10/26/2016

12/26/2008 6052 8.23 12/26/2018

4/22/2009 24525 10.23 4/22/2019

Marc

Sultzbaugh 12/26/2008 1739 8.23 12/26/2018

4/22/2009 85317 10.23 4/22/2019

Roni Ashuri 12/26/2008 18255 8.23 12/26/2018

4/22/2009 24793 10.23 4/22/2019

Shai Cohen 12/26/2008 19113 8.23 12/26/2018

4/22/2009 30578 10.23 4/22/2019

1/1/2010 13125

5/1/2011 31249

2/1/20 12 84000

1/1/2010 900 53442

5/1/2011 2845 168817

2/1/2012 5000 296900

2/1/2012 2000 118760

11/1/2012 12000 712560

1/1/2010 3500 207830

5/1/2011 8750 519575

2/1/2012 14000 831320

1/1/2010 3500 207830

5/1/2011 8750 519575

2/1/2012 25000 1484500

1/1/2010 3208 190491

5/1/2011 7812 463877

2/1/2012 13000 771940

1/1/2010 3500 207830

5/1/2011 8750 519575

2/1/2012 15000 890700
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2011 vest with respect to 1248th of the original number of ordinary shares subject thereto on May 2012

and thereafter at rate of 8th of the original number of shares on the first day of each quarterly

period of August November February and May commencing on August 2012 with the last 8th

the original number of shares vesting on May 2015 Restricted stock units with vesting

commencement date of February 2012 vest with respect to 18t of the original number of ordinary

shares subject thereto on February 2013 and thereafter at rate of 8th1 of the original number of

shares on the first day of each quarterly period of May August November and February commencing

on May 2013 with the last 8th of the original number of shares vesting on February 2016

Restricted stock units with vesting commencement date of November 2012 vest with respect to 1248th

of the original number of ordinary shares subject thereto on November 2013 and thereafter at rate

of 8th of the original number of shares on the first day of each quarterly period of February May
August and November commencing on February 2014 with the last sth of the original number of

shares vesting on February 2016

2012 Option Exercises and Shares Vested Table

The following table summarizes share option exercises by our named executive officers in 2012

Option Awards Stock Awards

Number of Shares Value Realized on Number of Shares Value Realized on
Name Acquired on Exercise Exercise $1 Acquired on Vesting Vesting $2
Eyal Waidman 30002 2069849.89

Jacob Shulman 17828 677121 2480 171026.61
Michael Gray 35357 1980839 8250 569106.25

Marc Sultzbaugh 44465 3243446 8250 569106.25

Roni Ashuri 28000 1587088 7438 513115.17

Shai Cohen 32857 1962626 8250 569106.25

The value realized upon exercise is the difference between the option exercise price and the

market price of the underlying shares at exercise multiplied by the number of shares covered by
the exercised option

Represents the vesting date closing market price of our ordinary shares multiplied by the number

of shares that have vested

Pension Benefits

None of our named executive officers participate in or have account balances in qualified or

non-qualified defined benefit plans sponsored by us

Nonqualified Deferred Compensation

None of our named executives participate in or have account balances in non-qualified defined

contribution plans or other deferred compensation plans maintained by us

Potential Payments Upon Tennination Following Change of Control

The following table sets forth quantitative estimates of the benefits to be received by each of our

named executive officers under the executive severance benefits agreements described above if his

employment were terminated without cause or constructively terminated as these terms are defined in

the executive severance benefits agreements on December 31 2012 assuming that such termination

occurred during the 12-month period following change of control as such term is defined in the

executive severance benefits agreements of our company With respect to Mr Gray amounts represent

the actual benefits Mr Gray received in connection with his retirement Such benefits are in addition

to any payments or other benefits that our employees including our named executive officers who
reside in Israel may be entitled to receive under applicable Israeli law For more information see

Change of Control Severance Arrangements

42



Number of Securities

to be Issued Upon
Exercise of

Outstanding

Options Warrants

and Rights

Number of Securities Remaining
Available for Future Issuance

Under Equity Compensation
Plans Excluding Securities

Reflected in Column

Reflects weighted average price of options only

Consists of 1999 United States Equity Incentive Plan 1999 Israeli Share Option Plan 2003 Israeli

Share Option Plan Global Share Incentive Plan 2006 and Global Share Incentive Assumption

Plan 2010

Consists of 3285922 options and 1763160 restricted stock units

SECURITY OWNERSHIP

Security Ownership of Certain Beneficial Owners and Management

The following table provides information relating to the beneficial ownership of our ordinary

shares as of January 31 2013 by

each shareholder known by us to own beneficially more than 5% of our ordinary shares based

on information supplied
in Schedules 13D and 13G filed with the SEC as indicated

Value of Accelerated

Salary Continuation COBRA Coverage Israeli Severance Equity Awards

Name Benefits $1

Eyal Waidman 279000 6410 402124 3811424

Jacob Shulman 150000 22183 675240

Michael Gray Actual

Retirement

Marc Sultzbaugh 163800 15693 1105953

Roni Ashuri 124200 243445 713154

Shai Cohen 129600 251992 809053

Total

4498958

847423

1285446

1080799

1190645

The value of accelerated equity awards represents
the aggregate intrinsic value of each named

executive officers unvested options and restricted stock units as of December 31 2012 The

intrinsic value with respect to each option
is the positive difference if any between the aggregate

exercise price of the option and the aggregate fair market value of the ordinary shares subject to

the option as of December 31 2012 The value of the acceleration of vesting of unvested restricted

stock units is based on the closing price of our common stock on December 31 2012 The closing

price of our ordinary shares on December 31 2012 the last day of trading in 2012 was $59.38 per

share

Equity Compensation Plan Information

The following table provides certain information with respect to all of our equity compensation

plans in effect as of December 31 2012

Plan Category

Equity compensation plans approved

by security holders2

Equity compensation plans not

approved by security holders

Total

Weighted Average
Exercise Price of

Outstanding

Options Warrants

and Rightsb1

29.74

29.74

50490823

5049082

918275

918275
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each of our executive officers named in the summary compensation table on page 38 our

principal executive officer our principal financial officer and our three other most highly

compensated executive officers

each of our directors and nominees for director and

all of our directors and executive officers as group

Beneficial ownership is determined according to the rules of the SEC and generally means that

person has beneficial ownership of security if he she or it
possesses

sole or shared voting or

investment power of that security and includes options that are currently exercisable or exercisable

within 60 days of January 31 2013 Except as indicated by footnote and subject to community property

laws where applicable we believe the persons named in the table have sole voting and investment

power with respect to all ordinary shares shown as beneficially owned by them
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Unless otherwise indicated below the address for each beneficial owner listed is do Mellanox

Technologies Inc 350 Oakmead Parkway Suite 100 Sunnyvale California 94085 Attention Chief

Financial Officer

Name of Beneficial Owner

5% Shareholders

FMR LLC2
82 Devonshire Street

Boston MA 02109

Oracle Corporation3
500 Oracle Parkway

Redwood City CA 94065

Migdal Insurance Financial

Holdings Ltd4
Efal Street

P.O Box 3063

Petach Tikva 49512 Israel

Psagot Investment House Ltd5
14 Ahad Haam Street

Tel Aviv 65142 Israel

Executive Officers Directors and

Nominees for Director

Eyal Waldman6
Roni Ashuri

Dov Baharav

Shai Cohen

Glenda Dorchak

Irwin Federman

Amal Johnson

Thomas Riordan

Jacob Shulman

Marc Sultzbaugh

Thomas Weatherford

All executive officers and directors as

group 12 persons

Former Executive Officer

Michael Gray7

Represents beneficial ownership of less than one percent 1% of the outstanding ordinary shares

The applicable percentage ownership for members of our board of directors and named executive

officers is based on 42626181 ordinary shares outstanding as of January 31 2013 together with

applicable options and restricted stock units for such shareholder The applicable percentage

ownership for the other beneficial owners listed in the table is based on the number of outstanding

shares as of the dates indicated in the relevant Schedules 13D and 13G filings described in

footnotes through below Beneficial ownership is determined in accordance with the rules of

the SEC based on factors including voting and investment power with respect to shares Ordinary

shares subject to the options currently exercisable or exercisable within 60 days of January 31

2013 and ordinary shares underlying restricted stock units that vest within 60 days of January 31

Beneficial Ownership

Options
Exercisable

Ordinary within

Shares 60 Days

Restricted

Stock Units

Vesting

within

60 Days

Shares

Beneficially

Owned

Percentage of

Shares

Outstanding1

5820136 5820136 13.76%

3782800 9.84%

3138211 7.90%

2452092 6.17%

3782800

3138211

2452092

1467897

166480

2500

177749

5333

39966

18333

42877

9822

10763

7916

245256 26936 1740089

43048 4718 214246

7889 834 11223

49691 5375 232815

47142 834 53309
834 40800

74998 834 94165

21428 834 65139

15169 2227 27218

87056 7875 105694

20118 834 28868

4.06%

2069743 660747 56853 2787343

439 25385 5125 30949

6.43%
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2013 are deemed outstanding for computing the percentage ownership of the person holding such

options but are not deemed outstanding for computing the percentage ownership of any other

person

This information is as of December 31 2012 and is based on Amendment No of the

Schedule 13G/A filed with the SEC on February 14 2012 by FMR LLC FMR Fidelity

Management Research Company Fidelity Fidelity Growth Company Fund Fidelity

Growth and Edward Johnson 3d pursuant to joint filing agreement Fidelity wholly-

owned subsidiary of FMR and an investment adviser is the beneficial owner of 5820136 ordinary

shares as result of acting as investment adviser to various investment companies The ownership
of one investment company Fidelity Growth amounted to 4231289 ordinary shares Edward
Johnson 3d and FMR through its control of Fidelity and the funds each has sole power to

dispose of the 5820136 ordinary shares owned by FMR funds Members of the family of

Edward Johnson 3d chairman of FMR are the predominant owners directly or through trusts

of Series voting common shares of FMR representing 49% of the voting power of FMR The
Johnson family group and all other Series shareholders of FMR have entered into

shareholders voting agreement under which all Series voting common shares of FMR will be

voted in accordance with the majority vote of Series voting common shares of FMR
Accordingly through their ownership of voting common shares and the execution of the

shareholders voting agreement members of the Johnson family may be deemed under the

Investment Company Act of 1940 to form controlling group with respect to FMR Neither FMR
nor Edward Johnson 3d chairman of FMR has the sole power to vote or direct the voting of

the shares owned directly by the Fidelity funds which power resides with the funds Boards of

Trustees Fidelity carries out the voting of the shares under written guidelines established by the

funds Boards of Trustees Fidelity FMR and Fidelity Growth have their principal business office

at 82 Devonshire Street Boston Massachusetts 02109 PGATC has its
principal business office at

900 Salem Street Smithfield Rhode Island 02917

This information is as of September 22 2011 and is based on the Schedule 13D/A filed with the

SEC on such date by Oracle Corporation Oracle Oracle is the beneficial owner and has sole

power to dispose of the 3782800 ordinary shares owned by Oracle

This information is as of December 31 2012 and is based on the Schedule 13G filed with the SEC
on February 12 2013 by Migdal Insurance Financial Holdings Ltd Migdal Migdal is the

beneficial owner of 3138211 shares of which 81887 are beneficially held for Migdals own
account and 3056324 shares are held for members of the public through among others provident

funds mutual funds pension funds and insurance policies which are managed by subsidiaries of

Migdal as follows 1807472 shares are held by profit participating life assurance accounts

1113894 shares are held by provident funds and companies that manage provident funds and

134958 shares are held by companies for the management of funds for joint investments in

trusteeship Each of the subsidiaries operates under independent management and makes

independent voting and investment decisions

This information is as of December 31 2012 and is based on Amendment No of the

Schedule 13G/A filed with the SEC on February 13 2013 by Psagot Investment House Ltd

Psagot 2452092 shares are beneficially owned by portfolio accounts mutual funds provident

funds and pension funds managed by Psagots wholly-owned subsidiaries Psagot Securities Ltd
Psagot Mutual Funds Ltd Psagot Provident Funds and Pension Ltd and Psagot Pension

Haal Ltd and by Psagot Exchange Traded Notes Ltd collectively the Psagot Subsidiaries
Portfolio accounts managed by Psagot Securities Ltd are the beneficial owners of 1320266 shares

Provident funds managed by Psagot Provident Funds and Pension Ltd are the beneficial owners of

729916 shares Psagot Exchange Traded Notes Ltd is the beneficial owner of 330618 shares

Mutual funds managed by Psagot Mutual Funds Ltd are the beneficial owners of 56976 shares Of
this amount 9700 shares may also be considered beneficially owned by Psagot Securities Ltd but

are not included in the shares beneficially owned by Psagot Securities Ltd as indicated above
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Pension funds managed by Psagot Pension Haal Ltd are the beneficial owners of 14316 shares

The Psagot Subsidiaries operate under independent management and make their own independent

voting and investment decisions and any economic interest or beneficial ownership in any of the

securities covered by this report is held for the benefit of the owners of portfolio accounts the

holders of the exchange-traded notes or for the benefit of the members of the mutual funds

provident funds or pension funds as the case may be

Includes 1426043 ordinary shares held by Waldo Holdings general partnership formed

pursuant to the laws of Israel of which Mr Waldman is general partner Mr Waldman has sole

voting and dispositive power over all of the shares

Includes 439 ordinary shares held by the MM Gray Family 2001 Trust UiTIA for which Mr Gray

is trustee Mr Gray retired from his position as our chief financial officer in November 2012

Compliance with Section 16a Filing Requirements

Section 16a of the Exchange Act requires directors executive officers and persons who own more

than 10% of registered class of our equity securities to file initial reports
of ownership and reports of

changes in ownership with the SEC and The NASDAQ Stock Market Such persons are required by

SEC regulations to furnish us with copies of all Section 16a forms they file Based solely on review

of copies of such forms received with respect to the fiscal year 2012 we believe that all directors

executive officers and persons who own more than 10% of our ordinary shares have complied with the

reporting requirements of Section 16a except that Form reporting grant of restricted stock units

to Mr Waldman as approved by the shareholders at the annual general meeting on May 14 2012 was

filed late on May 31 2012

EXECUTiVE OFFICERS

Set forth below is certain information regarding each of our executive officers as of April 2013

52 President Chief Executive Officer and Chairman of the Board

of Directors

53 Vice President of Engineering

49 Chief Operating Officer

55 Chief Technology Officer and Vice President of Architecture

42 Chief Financial Officer

49 Vice President of Worldwide Sales

Eyal Waidman is co-founder of Mellanox and has served as our president chief executive officer

and chairman of our board of directors since March 1999 From March 1993 to February 1999

Mr Waldman served as vice president of engineering and was co-founder of Galileo Technology Ltd

or Galileo semiconductor company which was acquired by Marvell Technology Group Ltd in

January 2001 From August 1989 to March 1993 Mr Waldman held number of design and

architecture related positions at Intel Corporation manufacturer of computer networking and

communications products Mr Waldman also previously served on the board of directors of number

of private companies Mr Waldman holds Bachelor of Science in Electrical Engineering and Master

of Science in Electrical Engineering from the TechnionIsrael Institute of Technology Mr Waidman is

located in Israel

AgeName

Eyal Waidman

Roni Ashuri

Shai Cohen

Michael Kagan

Jacob Shulman

Marc Sultzbaugh

Positions
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Roni Ashuri is co-founder of Mellanox and has served as our vice president of engineering since

June 1999 From March 1998 to May 1999 Mr Ashuri served as product line director of system

controllers at Galileo From May 1987 to February 1998 Mr Ashuri worked at Intel Corporation

where he was senior staff member in the Pentium processors department and cache controller

group staff member Mr Ashuri holds Bachelor of Science in Electrical Engineering from the

TechnionIsrael Institute of Technology Mr Ashuri is located in Israel

Shai Cohen is co-founder of Mellanox and has served as our chief operating officer since May
2011 Previously Mr Cohen served as our vice president of operations and engineering from June 1999

until May 2011 From September 1989 to May 1999 Mr Cohen worked at Intel Corporation where he

was senior staff member in the Pentium processors department and circuit design manager at the

cache controllers group Mr Cohen holds Bachelor of Science in Electrical Engineering from the

TechnionIsrael Institute of Technology Mr Cohen is located in Israel

Michael Kagan is co-founder of Mellanox and has served as our chief technology officer and vice

president of architecture since January 2009 Previously Mr Kagan served as our vice president of

architecture from May 1999 to December 2008 From August 1983 to April 1999 Mr Kagan held

number of architecture and design positions at Intel Corporation While at Intel Corporation between

March 1993 and June 1996 Mr Kagan managed Pentium MMX design and from July 1996 to April

1999 he managed the architecture team of the Basic PC product group Mr Kagan holds Bachelor of

Science in Electrical Engineering from the TechnionIsrael Institute of Technology Mr Kagan is

located in Israel

Jacob Shulman has served as our chief financial officer since November 2012 Mr Shulman joined

Mellanox in June 2007 as our corporate controller and served as our vice president of finance from

March 2012 until November 2012 From 2005 to 2007 Mr Shulman was corporate controller at Atrica

telecom company that was purchased by Nokia Siemens Prior to Atrica Mr Shulman spent seven

years in senior finance positions including controller and divisional chief financial officer positions with

Matav Cable Systems Thyssenkrupp and Guava Technologies Mr Shulmans background also includes

five years of audit-related work with Ernst Young LLP and Deloitte Touche LLP Mr Shulman is

located in the United States

Marc Sultzbaugh has served as our vice president of worldwide sales since April 2007

Mr Sultzbaugh joined Mellanox in 2001 as director of high performance computing and director of

central area sales and was later promoted to senior director of sales in October 2005 Prior to joining

Mellanox he held various executive sales and marketing positions with Brooktree Semiconductor From

1985 to 1989 Mr Sultzbaugh was an engineer at ATT Microelectronics He holds Bachelor of

Science degree in Electrical Engineering from The University of Missouri-Rolla and Masters of

Business Administration from The University of California Irvine Mr Sultzbaugh is located in the

United States

CORPORATE GOVERNANCE AND BOARD OF DIRECTORS MATTERS

Director Independence

The board of directors consists of seven directors Our board of directors has determined that each

of our current directors other than Mr Waldman our president chief executive officer and chairman

of the board of directors is independent under the director independence standards of The NASDAQ
Stock Market

The Companies Law provides that our board of directors is required to determine how many of

our members of the board of directors should be required to have financial and accounting expertise in

addition to an outside director with financial and accounting expertise Our board of directors has

determined that at least one member of our board of directors excluding outside
directors should be
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required to have financial and accounting expertise Each member of the audit committee of our hoard

of directors has financial and accounting expertise as defined under Israeli law

Board Leadership Structure

Mr Waldman is co-founder of the company and has served as our president chief executive

officer and chairman of the board of directors since March 1999 The board of directors has

determined that this is the most effective leadership structure for the company at the present time

taking into consideration the efficiencies associated with the companys co-founder and chief executive

officer serving as chairman of the board of directors and the active role of the remaining directors

each of whom is independent As the chief executive officer Mr Waldman has detailed knowledge of

the risks opportunities and challenges facing the company and is therefore the most appropriate

person to identify strategic priorities and to develop an agenda that ensures that the board of directors

time and attention are focused on critical matters The combined role also facilitates the flow of

information between management and the board of directors and ensures clear accountability for the

execution of the companys strategy

The board of directors acts independently of management In March 2010 the board of directors

designated Irwin Federman as lead independent director which we believe further contributes to the

boards independence The board of directors regularly holds independent director sessions of the

board without members of management present In addition each of the committees of the board of

directors comprises only independent directors

Risk Oversight

The board of directors oversees the companys risk exposures and risk management of various

parts of the business including appropriate guidelines and policies to minimize business risks and major

financial risks and the steps management has undertaken to control them In its risk oversight role the

board of directors reviews annually the companys strategic plan which includes an assessment of

potential risks facing the company While the board of directors has the ultimate oversight

responsibility for the risk management process various committees of the board also have responsibility

for risk management In particular
the audit committee focuses on financial risk including internal

controls as described below under the section titled Audit Committee In addition in setting

compensation the compensation committee strives to create incentives that do not encourage

risk-taking behavior that is inconsistent with the companys business strategy Each committee regularly

reports to the full board of directors

Committees of the Board of Directors

Our board of directors has four standing committees the audit committee the compensation

committee the nominating and corporate governance committee and the technology strategy and

MA committee From time to time the board of directors may also create various ad hoc committees

49



for special purposes The membership of each of the four standing committees of the board of

directors as of April 2013 is set forth below

Nominating and

Corporate Thchnology
Audit Compensation Governance Strategy and

Name of Director Committee Committee Committee MA Committee

Dov Baharav Member Member Member
Glenda Dorchak Member Chairman

Irwin Federman Member Member
Amal Johnson Member Chairman

Thomas Riordan Member Member Member Chairman

Thomas Weatherford Chairman Member

Mr Waidman is not member of any standing committee of our board of directors

Audit Committee

Our board of directors must appoint an audit committee comprised of at least three directors

including all of the outside directors Under the Companies Law the chairman of the board of

directors the controlling shareholder or his or her relative and any director employed by the company
or its controlling shareholder or an entity controlled by the controlling shareholder or any director who

provides services on regular basis to to the company its controlling shareholder or an entity

controlled by the controlling shareholder and any director whose principal livelihood is derived from

such controlling shareholder may not be member of the audit committee

majority of the members of the audit committee must be Independent Directors and the

chairman of the audit committee must be an Outside Director each as defined under the Companies
Law In 2011 companies listed on both the TASE and The NASDAQ Stock Market were granted an

exemption that was adopted in the Companies Regulations pursuant to which the chairman of our

audit committee may be an Independent Director and not an Outside Director until September 14
2014 All of the members of our audit committee satisfy the criteria of an Independent Director as
defined under the Companies Law The Companies Law further provides that the quorum for

discussions and adoption of resolutions by the audit committee is majority of the audit committee

members provided that majority of those present are Independent Directors and at least one of them
is an Outside Director each as defined under the Companies Law The Companies Law also provides

restrictions as to who may be present at meetings of the audit committee

Our audit committee oversees our corporate accounting and financial reporting process Among
other matters our audit committee evaluates the independent auditors qualifications independence

and performance determines the engagement of the independent auditors reviews and approves the

scope of the annual audit and the audit fee discusses with management and the independent auditors

the results of the annual audit and the review of our quarterly financial statements approves the

retention of the independent auditors to perform any proposed permissible non-audit services monitors

the rotation of partners of the independent auditors on the Mellanox engagement team as required by

law reviews our critical accounting policies and estimates oversees our internal audit function reviews

approves and monitors our code of ethics and whistleblower procedures for the treatment of
reports

of concerns regarding questionable accounting or auditing matters and annually reviews the audit

committee charter and the committees performance

In addition our audit committee reviews and where required approves related party transactions on

an ongoing basis as required by the Companies Law and the regulations promulgated thereunder and as

required by The NASDAQ Listing Rules Under the Companies Law our audit committee must approve

specified actions and transactions with office holders and controlling shareholders or in which an office

holder or controlling shareholder has personal interest The audit committee is also required to
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determine whether any such action is material and whether any such transaction is an extraordinary

transaction for the purpose of approving such action or transaction as required by the Companies Law

Our audit committee may not approve any such action or transaction unless at the time of approval the

audit committee complies with the requirements for composition and presence at audit committee

meetings Under the Companies Law controlling shareholder is shareholder who has the ability to

direct the companys activity excluding an ability deriving merely from holding an office of director or

another office in the company and person will be presumed to control the company if he holds 50% or

more of our voting rights or ii the rights to appoint our directors or general managers For the

purpose of transactions with an interested party the definition also includes shareholder that owns

25% or more of the voting rights in the general meeting of the company if there is no other person who

holds more than 50% of the voting rights in the company Two or more persons holding voting rights in

the company each of which has personal interest in the approval of the transaction being brought for

approval of the company will be considered to be joint holders

Additionally under the Companies Law the role of the audit committee is among other things to

identify any irregularities in the business management of the company in consultation with the

companys independent accountants or internal auditor and to suggest an appropriate course of action

Our audit committee charter allows the committee to rely on interviews and consultations with our

management our internal auditor and our independent public accountant and does not obligate the

committee to conduct any independent investigation or verification

All members of our audit committee meet the requirements for financial literacy under the

applicable
rules and regulations of the SEC and The NASDAQ Stock Market Our board has

determined that Mr Weatherford is an audit committee financial expert as defined by the SEC rules

and has the requisite financial sophistication as defined by The NASDAQ Stock Market rules and

regulations Our board has determined that each of Ms Johnson and Mr Riordan as an outside

director has the requisite financial and accounting expertise required under the Companies Law Our

board has also determined that each of the members of our audit committee is independent within the

meaning of the independent director standards of The NASDAQ Stock Market and the SEC Our

board of directors has adopted written charter for the audit committee copy of the charter is

available on our website at www.mellanox.com under Investor RelationsCorporate Governance

Compensation Committee

Under the Companies Law our board of directors must appoint compensation committee

comprised of at least three directors including all of the outside directors In addition the chairman of

the board of directors the controlling shareholder or his or her relative and any director employed by

the company or its controlling shareholder or an entity controlled by the controlling shareholder or any

director who provides services on regular basis to the company its controlling shareholder or an

entity controlled by the controlling shareholder and any director whose principal livelihood is derived

from such controlling shareholder may not be member of the compensation committee The

chairperson of the compensation committee must be an Outside Director as defined under the

Companies Law The Companies Law also provides restrictions as to who may be present at meetings

of the compensation committee

Our compensation committee reviews and recommends our programs policies and practices

relating to compensation and benefits of our officers and employees The compensation committee in

consultation with our chief executive officer other than with regard to his own compensation and our

board of directors decides how much cash compensation should be part of each officers total

compensation by comparing the officers compensation against peer group of companies listed in the

survey data we utilize and considering the relative importance of short-term incentives In addition the

compensation committee in consultation with our chief executive officer other than with regard to his

own compensation makes recommendations to our board of directors regarding equity-based

compensation to align the interests of our management with shareholders considering each officers
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equity holdings The compensation committee also manages the issuance of share options and other

awards under our equity incentive plans Under the Companies Law and subject to its provisions

compensation for officers other than directors and chief executive officer is required to be approved

by the compensation committee and the board of directors Compensation for our chief executive

officer is required to be approved by the shareholders following the approval by the board of directors

and compensation committee The compensation committee also has authority to retain obtain the

advice of and fund compensation consultants independent legal counsel and other advisers and is

generally responsible for considering the independence of such advisers prior to selecting or receiving

advice from them The compensation committee will review and evaluate at least annually the goals

and objectives of our incentive compensation plans and monitors the results against the approved goals

and objectives All members of our compensation committee are independent under the applicable

rules and regulations of the SEC The NASDAQ Stock Market and the U.S Internal Revenue Code
Our board of directors has adopted written charter for the compensation committee copy of the

charter is available on our website at www.mellanox.com under Investor RelationsCorporate

Governance

Nominating and Corporate Governance Committee

Our nominating and corporate governance committee is responsible for making recommendations

to the board of directors regarding candidates for directorships and the composition and organization

of our board of directors In addition the nominating and corporate governance committee is

responsible for overseeing our corporate governance guidelines and reporting and making

recommendations to the board of directors concerning governance matters We believe that the

composition of our nominating and corporate governance committee meets the criteria for

independence under and the functioning of our nominating and corporate governance committee

complies with the applicable rules and regulations of the SEC and The NASDAQ Stock Market Our

board of directors has adopted written charter for the nominating and corporate governance

committee copy of the charter is available on our website at www.mellanox.com under Investor

RelationsCorporate Governance

Technology Strategy and MA Committee

Our technology strategy and MA committee which we established in November 2012 assists our

chief executive officer and his staff in reviewing and discussing technology plans decisions and potential

transactions The technology strategy and MA committees responsibilities include providing general

counsel and commentary on our competitiveness the strength and competitiveness of our engineering

processes and disciplines our technology planning processes to support our growth objectives our

engineering leadership strategy and technology aspects pertinent to potential strategic investments

mergers and acquisitions Our board of directors has not adopted written charter for the technology

strategy and MA committee

Meetings Attended by Directors

The board of directors held total of nine meetings during 2012 The audit committee

compensation committee and nominating and corporate governance committee held ten six and three

meetings respectively during 2012 The technology strategy and MA committee did not hold any

meetings during 2012 During 2012 each of our directors attended or participated in at least 75% of

the aggregate of the total number of meetings of the board of directors and the total number of

meetings held by the committees of the board of directors on which he or she served

Our directors are encouraged to attend our annual general meeting of shareholders although we
do not maintain formal policy regarding director attendance at the annual general meeting of

shareholders In 2012 none of our directors attended the annual general meeting of shareholders
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Consideration of Director Nominees

Shareholder Nominations and Recommendations Our amended and restated articles of association

set forth the procedure for the proper submission of shareholder nominations for membership on the

board of directors as previously discussed In addition the nominating and corporate governance

committee may consider properly submitted shareholder recommendations for candidates for

membership on the board of directors shareholder may make such recommendation by submitting

the following information to the secretary of the company at the offices of Mellanox Technologies Inc

350 Oakmead Parkway Suite 100 Sunnyvale California 94085 the name and address of both the

shareholder who intends to make the nomination and of the person or persons to be nominated

representation that the recommending shareholder is holder of record of our ordinary shares and is

entitled to vote at the meeting and intends to appear in person or by proxy at the meeting to nominate

the candidate if applicable description of all arrangements or understandings between the

shareholder and each nominee pursuant to which nominations are to be made by the shareholder the

consent of each nominee to serve as director if so elected and declaration signed by each nominee

declaring that there is no limitation under the Companies Law for the appointment of such nominee

Shareholders are also advised to review our amended and restated articles of association which contain

additional requirements with respect to shareholder nominees for our board of directors The chairman

of the board of directors may refuse to acknowledge the nomination of any person not made in

compliance with these procedures

Director Qualifications Members of the board of directors should have the highest professional and

personal ethics and values and conduct themselves in manner that is consistent with our Code of

Business Conduct and Ethics While the nominating and corporate governance committee has not

established specific
minimum qualifications for director candidates the committee believes that

candidates and nominees must reflect board of directors that comprises directors who have personal

and professional integrity ethics and values experience in corporate management such as serving as an

officer or former officer of publicly-held company and general understanding of marketing finance

and other elements relevant to the success of publicly- traded company in todays business environment

experience in the companys industry and with relevant social policy concerns experience as board

member of another publicly held company academic expertise in an area of the companys operations

and practical and mature business judgment including ability to make independent analytical inquiries

Identifying and Evaluating Director Nominees Although candidates for nomination to the board of

directors typically are suggested by existing directors or by our executive officers candidates may come

to the attention of the board of directors through professional search firms shareholders or other

persons The nominating and corporate governance committee reviews the qualifications of any

candidates who have been properly brought to the committees attention Such review may at the

committees discretion include review solely of information provided to the committee or may also

include discussions with persons familiar with the candidate an interview with the candidate or other

actions that the committee deems proper The nominating and corporate governance committee

considers the suitability of each candidate including the current members of the board of directors in

light of the current size and composition of the board of directors In evaluating the qualifications of

the candidates the committee considers many factors including issues of character judgment

independence age expertise diversity of experience length of service other commitments and other

similar factors The committee evaluates such factors among others and does not assign any particular

weighting or priority to any of these factors Candidates properly recommended by shareholders are

evaluated by the committee using the same criteria as other candidates In addition under the

Companies Law if at the time for the appointment of outside directors all members of the board of

directors which are not the controlling shareholders of the company or their relatives are of the same

gender then at least one of the outside directors to be appointed must be of the other gender
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Code of Business Conduct and Ethics

We are committed to maintaining the highest standards of business conduct and ethics Our Code

of Business Conduct and Ethics reflects our values and the business practices and principles of behavior

that support this commitment The code applies to all of our officers directors and employees and

satisfies SEC rules for code of ethics required by Section 406 of the Sarbanes-Oxley Act of 2002 as

well as the NASDAQ listing standards requirement for code of conduct The code is available on

our website at www.mellanox.com under Investor RelationsCorporate Governance We will post

any amendment to the code as well as any waivers that are required to be disclosed by the rules of the

SEC or The NASDAQ Stock Market on our website

Risk Assessment and Compensation Practices

Our management assessed and discussed with our compensation committee and board of directors

the companys compensation policies and practices for our employees as they relate to our risk

management and based upon this assessment we believe that any risks arising from such policies and

practices are not reasonably likely to have material adverse effect on the company in the future

Our employees base salaries are fixed in amount and thus we do not believe that they encourage
excessive risk-taking While performance-based cash bonuses and sales commissions focus on

achievement of short-term or annual goals which may encourage the taking of short-term risks at the

expense of long-term results we believe that our internal controls help mitigate this risk and our

performance-based cash bonuses and sales commissions are limited representing small portion of the

total compensation opportunities available to most employees We also believe that our performance-

based cash bonuses and sales commissions appropriately balance risk and the desire to focus our

employees on specific short-term goals important to our success and do not encourage unnecessary or

excessive risk-taking

significant proportion of the compensation provided to our employees is in the form of long-

term equity-based incentives that are important to help further align our employees interests with

those of our shareholders We do not believe that these equity-based incentives encourage unnecessary

or excessive risk taking because their ultimate value is tied to our share price In addition we generally

stagger grants of equity-based awards and subject them to long-term vesting schedules to help ensure

that employees have significant value tied to the long-term performance of our ordinary shares

Compensation Committee Interlocks and Insider Participation

None of the members of our compensation committee has at any time been one of our executive

officers or employees None of our executive officers currently serves or in the
past fiscal year has

served as member of the board of directors or compensation committee of any entity that has one or

more executive officers serving on our board of directors or compensation committee

Certain Relationships and Related Transactions

In our last fiscal year there has not been nor is there currently proposed any transaction or series

of similar transactions to which we were or are to be party in which the amount involved exceeds

$120000 and in which any of our directors executive officers holders of more than 5% of our ordinary

shares or any members of the immediate family of any of the foregoing persons had or will have

direct or indirect material interest For description of our related party transactions procedures see

Audit Committee

Family Relationships

There are no family relationships among any of our directors or executive officers
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Communications with the Board of Directors

We provide process
for shareholders to send communications to our board of directors any

committee of our board of directors or any individual director including non-employee directors

Shareholders may communicate with our board of directors by writing to Board of Directors

do Corporate Secretary Mellanox Technologies Inc 350 Oakmead Parkway Suite 100 Sunnyvale

California 94085 The secretary will forward correspondence to our board of directors one of the

committees of our board of directors or an individual director as the case may be or if the secretary

determines in accordance with his best judgment that the matter can be addressed by management

then to the appropriate executive officer

Director Compensation

In October 2006 our board of directors adopted compensation program for non-employee

directors which became effective on February 2007 and was last amended at our 2010 annual general

meeting of shareholders Pursuant to the revised compensation program each member of our board of

directors who is not our employee received the following cash compensation for board services as

applicable

$35000 per year for service as board member

$25000 per year for service as chairperson of the audit committee $7000 per year each for

service as chairperson of the compensation and of the nominating and corporate governance

committees

$5000 per year for service as member of the audit committee and $3000 per year each for

service as member of the compensation and of the nominating and corporate governance

committees and

reimbursement for expenses incurred in connection with attending board and committee

meetings

The foregoing amounts represent the annual compensation we paid to non-employee directors for

fiscal year
2012 No fees are paid for each board or committee meeting attended

Effective January 2013 except with respect to outside directors under the Companies Law for

whom the following changes will be effective only from the date of their reappointment as outside

directors our board of directors and our compensation committee adopted cash compensation

program for non-employee directors subject to shareholder approval of Proposal Seven of this proxy

statement Pursuant to this program each member of our board of directors who is not our employee

will receive the following cash compensation for board services including service on our recently

established technology strategy and MA committee as applicable

$35000 per year for service as board member

$25000 per year for service as chairperson of the audit committee $14000 per year for service

as chairperson of the compensation committee $7000 per year for service as chairperson of the

nominating and corporate governance committee and $7000 per year for service as chairperson

of the technology strategy and MA committee

$5000 per year
for service as member of the audit committee $4000 per year

for service as

member of the compensation committee and $3000 per year for service as member of the

nominating and corporate governance committee and $3000 per year for service as member of

the technology strategy
and MA committee and

reimbursement for expenses incurred in connection with attending board and committee

meetings
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In addition to cash compensation each of our non-employee directors receive initial and annual

automatic non-discretionary grants pursuant to our Non-Employee Director Option Grant Policy

which was established under our Global Share Incentive Plan 2006 of nonqualified share options in

the case of non-employee directors who are U.S taxpayers and options that qualify in accordance with

Section 102 of the Israeli Tax Ordinance 1961 in the case of non-employee directors who are Israeli

taxpayers On January 26 2010 the board of directors amended the Non-Employee Director Grant

Policy effective as of the date of the 2010 annual general meeting of shareholders The amendment of

the Non-Employee Director Grant Policy was approved by shareholders at the 2010 annual general

meeting Pursuant to the Non-Employee Director Grant Policy each new non-employee director will

receive an option to purchase 50000 ordinary shares as of the date he or she first becomes non-

employee director which will begin vesting immediately in equal monthly increments over the

36 months following such appointment and will be 100% vested on the 36-month anniversary of such

appointment provided the director continues to serve as non-employee director In addition following

the date of each annual general meeting each individual who continues to serve as non-employee

director on such date will receive an award of 5000 restricted stock units which will begin vesting

immediately in equal monthly increments over the 12 months following such meeting and will be 100%
vested on the 12-month anniversary of the grant date provided the director continues to serve as

non-employee director

The exercise price of each equity award granted to non-employee director will be equal to 100%

of the fair market value on the date of grant of the shares covered by such award Equity awards will

have maximum term of 10
years

measured from the grant date subject to earlier termination in the

event of the directors cessation of service to our company

Under our Non-Employee Director Option Grant Policy our directors will have three-month

period following cessation of service to our company in which to exercise any outstanding vested

options except
in the case of directors death or disability in which case the options will be

exercisable by the director or his or her estate or beneficiary for 12-month period following the

cessation of services Options and restricted stock units granted to our non-employee directors pursuant

to our Non-Employee Director Option Grant Policy will fully vest and become immediately exercisable

upon change in control of our company

The compensation of our outside directors Ms Johnson and Mr Riordan is subject to restrictions

imposed by Israeli law and cannot among other things be less than the lowest compensation paid to

any other non-executive director at the time of determination of the outside directors compensation

The table below sets forth information regarding compensation provided by us to our non

employee directors during the year ended December 31 2012
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Director Compensation in Fiscal Year 2012

Fees Earned

or Paid in Stock

Name Cash Awards $1 Total

Thomas Riordan 48500 290850 339350

Thomas Weatherford 63000 290850 353850

Irwin Federman 43000 290850 333850

Dov Baharav 44500 290850 335350

Amal Johnson 48500 290850 339350

Glenda Dorchak 43000 290850 333850

Amounts shown in this column represent
the fair value of restricted stock units granted

during 2012 The fair value of the restricted stock units is based on the closing market

price of our ordinary shares on the grant date as calculated under FASB ASC Topic 718

The aggregate
number of ordinary shares subject to outstanding option awards for each person in

the table set forth above as of December 31 2012 is as follows

Shares

Subject to

Shares Unvested

Subject to Restricted

Outstanding Stock

Options as of Units as of

Name 12/31/12 12/31/12

Thomas Riordan 21428 2083

Thomas Weatherford 20118 2083

Irwin Federman 2083

Dov Baharav 19000 2083

Amal Johnson 74998 2083

Glenda Dorchak 47142 2083

This proxy statement contains forward-looking statements as defined in the Private Securities

Litigation Reform Act of 1995 These statements are based on the companys current expectations and

involve risks and uncertainties which may cause results to differ materially from those set forth in the

statements The forward-looking statements may include statements regarding actions to be taken by the

company The company undertakes no obligation to publicly update any forward-looking statement whether

as result of new information future events or otherwise Forward-looking statements should be evaluated

together with the many uncertainties that affect the companys business particularly those mentioned in the

risk factors in Item 1A of our Annual Report on Form 10-K for the year ended December 31 2012 and in

our periodic reports on Form 10-Q

WHERE YOU CAN FIND ADDITIONAL INFORMATION

We file annual quarterly and current reports proxy statements and other information with the

SEC You may read and copy any document we file with the SEC at the SECs Public Reference Room

located at 100 Street N.E Washington D.C 20549 You may call the SEC at 1-800-SEC-0330 for

further information about the SECs public reference rooms Our SEC filings are also available to the

public at the SECs website at www.sec.gov and through our website at www.mellanox.com
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OTHER MATTERS

As of the date of this proxy statement no shareholder had advised us of the intent to present any

other matters and we are not aware of any other matters to be presented at the meeting Accordingly

the only items of business that our board of directors intends to present at the meeting are set forth in

this proxy statement

If any other matter or matters are properly brought before the meeting the persons named as

proxyholders will use their discretion to vote on the matters in accordance with their best judgment as

they deem advisable

By order of the board of directors

Alan Mendelson

Secretaiy

Menlo Park California

April 2013
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PART

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This report includes forward-looking statements We have based these forward-looking statements

largely on our current expectations and projections about future events and financial trends affecting

the financial condition of our business Forward-looking statements should not be read as guarantee

of future performance or results and will not necessarily be accurate indications of the times at or by

which such performance or results will be achieved Forward-looking statements are based on

information available at the time those statements are made and/or managements good faith belief as

of that time with respect to future events and are subject to risks and uncertainties that could cause

actual performance or results to differ materially from those expressed in or suggested by the forward-

looking statements Important factors that could cause such differences include but are not limited to

the impact of worldwide economic conditions on us our customers and our vendors

the impact of any acquisitions or investments in other companies

our ability to maintain adequate revenue growth

market adoption of InfiniBand

our ability to accurately forecast customer demand

our dependence on relatively small number of customers

competition and competitive factors

our ability to successfully introduce new products and enhance existing products

our dependence on third-party subcontractors

our ability to carefully manage the use of open source software in our products and

other risk factors included under Risk Factors in this report

In addition in this report the words believe may will estimate continue anticipate

intend expect predict potential and similar expressions as they relate to us our business and

our management are intended to identify forward-looking statements In light of these risks and

uncertainties the forward-looking events and circumstances discussed in this report may not occur and

actual results could differ materially from those anticipated or implied in the forward-looking

statements

You should not put undue reliance on any forward-looking statements We assume no obligation to

update forward-looking statements to reflect actual results changes in assumptions or changes in other

factors affecting forward-looking information except to the extent required by applicable laws If we

update one or more forward-looking statements no inference should be drawn that we will make

additional updates with respect to those or other forward-looking statements

When used in this report Mellanox the Company we our or us refers to Mellanox

Technologies Ltd and its consolidated subsidiaries unless the context requires otherwise

ITEM 1BUSINESS

Overview

We are fabless semiconductor company that produces and supplies high-performance

interconnect products that facilitate efficient data transmission between servers storage systems

communications infrastructure equipment and other embedded systems Our end-to-end solutions

including adapter gateway and switch integrated circuits or ICs adapter cards switch systems



long-haul systems gateway systems software services cables and modules are an integral part
of

total interconnect solution focused on compute storage and communication applications used in

multiple markets including high-performance computing or HPC Web 2.0 storage financial services

database cloud and embedded We have established significant expertise with high-performance

interconnect solutions through successful development and implementation of multiple generations of

our products

As leader in developing multiple generations of high-speed interconnect solutions we have

established
strong relationships with our customers Our products are incorporated in servers and

associated networking solutions produced by the four largest server vendors Hewlett-Packard IBM
Dell and Fujitsu which collectively shipped the majority of servers in 2012 according to industry

research firm International Data Corporation We supply our products to leading storage and

communications infrastructure equipment vendors such as Data Direct Networks Hewlett-Packard

IBM Isilon/EMC NetApp Oracle Teradata and Xyratex Additionally our products are used as

embedded solutions by companies such as Advantech Dalsa Medical Fujitsu GE Fanuc Mercury Sea

Change International and Toshiba Medical

We are one of the pioneers of InfiniBand an industry-standard architecture that provides

specifications for high-performance interconnects We believe InfiniBand interconnect solutions deliver

industry-leading performance efficiency and scalability of clustered computing and storage systems that

incorporate our products In addition to supporting InfiniBand our products also support industry-

standard Ethernet transmission protocols providing unique product differentiation and connectivity

flexibility Our products serve as building blocks for creating reliable and scalable InfiniBand and

Ethernet solutions with leading performance We also believe that we are one of the early suppliers of

40 Gigabit Ethernet to the market which provides us with the opportunity to gain additional share in

the Ethernet market as users upgrade from one or 10 Gigabit directly to 40 Gigabit

In 2011 we completed the acquisition of Voltaire Ltd or Voltaire leading provider of scale-out

computing fabrics for data centers high-performance computing and cloud environments Our primary

reasons for the Voltaire acquisition were to enhance our position in providing end-to-end interconnect

solutions and to expand our software and hardware offerings The acquisition also enhanced our

engineering team and sales force through the addition of Voltaire employees The acquisition of

Voltaire allowed us to offer broader product portfolio provided us with the opportunity to expand

our customer base and allowed us to go to market with end-to-end hardware and software solutions for

both InfiniBand and Ethernet

We have been shipping our InfiniBand products since 2001 and our Ethernet products since 2007

During 2008 we introduced Virtual Protocol Interconnect or VPI into our ConnectX family of

adapter ICs and cards and in April 2011 we introduced the SwitchX family of switch ICs that

incorporates VPI technology VPI provides the ability for an adapter or switch to automatically sense

whether communications port is connected to Ethernet or InfiniBand and in some cases Fibre

Channel

In order to accelerate adoption of our high-performance interconnect solutions and our products

we work with leading vendors across related industries including

processor vendors such as Intel AMD IBM and Oracle

operating system vendors such as Microsoft Novell and Red Hat and

software applications vendors such as Oracle IBM and VMware

We are Steering Committee member of the InfiniBand Trade Association or IBTA and the

OpenFabrics Alliance or OFA both of which are industry trade organizations that maintain and

promote InfiniBand technology Additionally OFA supports and promotes Ethernet solutions We are



also participating member of the Institute of Electrical and Electronic Engineers or IEEE an

organization which facilitates the advancement of the Ethernet standard Ethernet Alliance and other

industry organizations advancing various networking and storage related standards

Our business headquarters are in Sunnyvale California and our engineering headquarters are in

Yokneam Israel Our total assets for the years ended December 31 2011 and 2012 were approximately

$530.0 million and $771.0 million respectively During the years ended December 31 2010 2011 and

2012 we generated approximately $154.6 million $259.3 million and $500.8 million in revenues

respectively and approximately $13.5 million $10.0 million and $111.4 million in net income

respectively

We measure our business based on one reportable segment the development manufacturing

marketing and sales of interconnect semiconductor products Additional information required by this

item is incorporated herein by reference to Note 12 Geographic information and revenues by product

group of the Notes to Consolidated Financial Statements included in Part IV Item 15 of this report

Industry Background

High-Performance Interconnect Market Overview and Trends

Computing and storage systems such as servers supercomputers and storage arrays
in todays data

centers face critical challenge of handling exponentially expanding volumes of transactions and data

while delivering improved application performance high scalability and reliability within economic and

power constraints High-performance interconnect solutions remove bottlenecks in communications

between compute and storage resources through fast transfer of data latency reduction improved

central processing unit or CPU utilization and efficient sharing of resources The result is higher

efficiency and utilization of resources that deliver stronger performance using less infrastructure with

lower capital expenditures and operating expenses Large scale applications delivered by leading

companies in HPC Web 2.0 cloud database and financial services utilize these technologies to deliver

their products and services

Demand for computing power and data storage capacity continue to rise fueled by the increasing

reliance on enterprises on information technology or IT for everyday operations The increase in

compute resources for virtual product design the increase in online banking and electronic medical

records fdr healthcare and government regulations requiring digital records retention require increased

IT capacity Due to greater amounts of information to be processed stored and retrieved data centers

rely on high-performance computing and high-capacity storage systems to optimize price/performance

minimize total cost of ownership utilize power efficiently and simplify management We believe that

several IT trends impact the demand for interconnect solutions and the performance required from

these solutions These trends include

Transition to clustered computing and storage using connections among multiple standard

components

Transition to multiple and multi-core processors
in servers

Use of solid state memory drives for data storage

Enterprise data center infrastructure consolidation

Increasing deployments of mission critical latency or response time sensitive applications

Increasing deployment of virtualized computing resources to improve server utilization

Requirements by cloud providers to perform system provisioning workload migrations and

support multiple users requests faster and more efficiently



Requirements by Web 2.0 data centers to increase their hardware utilization and to instantly

scale up to large capacities and

Big Data Analytics problems require faster data access and processing to analyze and the

increasing size of datasets and to provide real-time analysis

number of semiconductor-based interconnect solutions have been developed to address different

applications requirements These solutions include proprietary technologies as well as standard

technologies including Fibre Channel Ethernet and most recently InfiniBand which was specifically

created for high-performance computing storage and embedded applications

Challenges Faced by High-Performance Interconnect

The trends described above indicate that high-performance interconnect solutions will play an

increasingly important role in IT infrastructures and will drive strong growth in unit demand
Performance requirements for interconnect solutions however continue to evolve and lead to high

demand for solutions that are capable of resolving the following challenges to facilitate broad adoption

Performance limitations In clustered computing cloud computing and storage environments high

bandwidth and low latency are key requirements to capture the full performance capabilities of

cluster With the usage of multiple multi-core processors in server storage and embedded

systems I/O bandwidth has not been able to keep pace with processor advances creating

performance bottlenecks Fast data access has become critical requirement to accommodate

microprocessors increased compute power In addition interconnect latency has become

limiting factor in clusters overall performance

Increasing complexity The increasing usage of clustered servers and storage systems as critical

IT tool has led to an increase in complexity of interconnect configurations The number of

configurations and connections has also proliferated in enterprise data centers or EDC making

them increasingly complicated to manage and expensive to operate Additionally managing

multiple software applications utilizing disparate interconnect infrastructures has become

increasingly complex

Interconnect inefficiency The deployment of clustered computing and storage has created

additional interconnect implementation challenges As additional computing and storage systems

or nodes are added to cluster the interconnect must be able to scale in order to provide the

expected increase in cluster performance Additionally government attention on data center

energy efficiency is causing IT managers to look for ways to adopt more energy-efficient

implementations

Limited reliability and stability of connections Most interconnect solutions are not designed to

provide reliable connections when utilized in large clustered environment causing data

transmission interruption As more applications in EDCs share the same interconnect advanced

traffic management and application partitioning become
necessary to maintain stability and

reduce system down time Such capabilities are not offered by most interconnect solutions

Poor price/performance economics In order to provide the required system bandwidth and

efficiency most high-performance interconnects are implemented with complex multi-chip

semiconductor solutions These implementations have traditionally been extremely expensive

In addition to InfiniBand proprietary and other standards-based high-performance interconnect

solutions including Fibre Channel and Ethernet are currently used in EDC HPC and embedded

markets Performance and usage requirements however continue to evolve and are now challenging

the capabilities of these interconnect solutions



Proprietary interconnect solutions have been designed for use in supercomputer applications by

supporting low latency and increased reliability These solutions are only supported by single

vendor for product and software support and there is no standard organization maintaining and

facilitating improvements and changes to the technology The number of supercomputers that

use proprietary interconnect solutions has been declining largely due to the availability of

industry standards-based interconnects that offer superior price/performance the required use of

proprietary software solutions and lack of compatible storage systems

Fibre Channel is an industry standard interconnect solution limited to storage applications The

majority of Fibre Channel deployments support and 8Gb/s Fibre Channel lacks standard

software interface does not provide server cluster capabilities and remains more expensive

relative to other standards-based interconnects There have been industry efforts to support the

Fibre Channel data transmission protocol over interconnect technologies including Ethernet

Fibre Channel over Ethernet and InfiniBand Fibre Channel over InfiniBand

Ethernet is an industry-standard interconnect solution that was initially designed to enable basic

connectivity between local area network of computers or over wide area network where

latency connection reliability and performance limitations due to communication processing are

non-critical While Ethernet has broad installed base at 1Gb/s and lower data rates its overall

efficiency scalability and reliability have been less optimal than certain alternative interconnect

solutions in high-performance computing storage and communication applications An increase

to 10 and 4OGb/s significant
reduction in application latency and more efficient software

solutions have improved Ethernets capabilities to address specific high-performance applications

that do not demand the highest scalability

In the HPC market the predominant interconnects today are 1Gb/s Ethernet InfiniBand and

4Gb/s Fibre Channel In the EDC and embedded markets the predominant interconnects today are

1Gb/s Ethernet and 4Gb/s Fibre Channel Based on our knowledge of the industry we believe there is

significant demand for interconnect products that provide high bandwidth and better overall

performance in these markets

Advantages of InfiniBand

We believe that InfiniBand-based solutions have advantages compared to solutions based on

alternative interconnect architectures InfiniBand addresses the significant challenges within IT

infrastructures by addressing the more demanding requirements of the high-performance interconnect

market More specifically we believe that InfiniBand has the following advantages

Superior performance In comparison to other interconnect technologies that were architected to

have heavy reliance on communication processing InfiniBand was designed for implementation

in an IC that relieves the central processing unit or CPU of communication processing

functions InfiniBand is able to provide superior bandwidth and latency relative to other existing

interconnect technologies and has maintained this advantage with each successive generation of

products For example our current InfiniBand adapters and switches provide bandwidth up to

56Gb/s with end-to-end latency lower than microsecond In addition InfiniBand fully

leverages the I/O capabilities of PCI Express high-speed system bus interface standard



The following table provides bandwidth comparison of the various high-performance interconnect

solutions

Proprietary Fibre Channel Ethernet InfiniBand

Supported bandwidth of available

solutions 2Gb/s 10Gb/s 2Gb/s 8Gb/s 1Gb/s 40Gb/s 10Gb/s 56Gb/s

server-to-server

10Gb/s 56Gb/s

switch-to-switch

Performance in terms of latency varies depending on system configurations and applications

According to independent benchmark reports latency of InfiniBand solutions was less than half that of

tested Ethernet and proprietary solutions Fibre Channel which is used only as storage interconnect

is typically not benchmarked on latency performance HPC typically demands low latency interconnect

solutions In addition there are increasing numbers of latency-sensitive applications in the EDC and

embedded markets and therefore there is trend towards using industry-standard InfiniBand and

10/40Gb/s Ethernet solutions that deliver lower latency than Gigabit Ethernet which is the current

predominant technology today

Reduced complexity While other interconnects require use of individual cables to connect

servers storage
and communications infrastructure equipment InfiniBand allows for the

consolidation of multiple I/Os on single cable or backplane interconnect which is critical for

blade servers and embedded systems InfiniBand also consolidates the transmission of clustering

communications storage and management data types over single connection

Highest interconnect efficiency InfiniBand was developed to provide efficient scalability of

multiple systems InfiniBand provides communication processing functions in hardware relieving

the CPU of this task and enables the full resource utilization of each node added to the cluster

Reliable and stable connections InfiniBand is one of the only industry standard high-performance

interconnect solutions which provides reliable end-to-end data connections within the silicon

hardware In addition InfiniBand facilitates the deployment of virtualization solutions which

allow multiple applications to run on the same interconnect with dedicated application

partitions As result multiple applications run concurrently over stable connections thereby

minimizing down time

Superior price/performance economics In addition to providing superior performance and

capabilities standards-based InfiniBand solutions are generally available at lower cost than

other high-performance interconnects

Our InfiniBand Solution

We provide comprehensive solutions based on InfiniBand including switch and gateway ICs

adapter cards switch gateway and long-haul systems cables modules and software InfiniBand enables

us to provide products that we believe offer superior performance and meet the needs of the most

demanding applications while also offering significant improvements in total cost of ownership

compared to alternative interconnect technologies As part of our comprehensive solution we perform

validation and interoperability testing from the physical interface to the applications software Our

expertise in performing validation and testing reduces time to market for our customers and improves

the reliability of the fabric solution



Our Ethernet Solution

Advances in server virtualization network storage and compute clusters have driven the need for

faster network throughput to address application latency and availability problems in the Enterprise To

service this need we provide competitive and complete 10/40/5 Gigabit Ethernet solution for use in

EDC HPC embedded environments and hyperscale Web 2.0 and cloud data centers These solutions

remove I/O bottlenecks in mainstream servers that limit application performance and support

hardware-based I/O virtualization providing dedicated adapter resources and guaranteed isolation and

protection for virtual machines within the server

VP Providing Connectivity to InfiniBand and Ethernet

In addition to supporting InfiniBand our latest generation adapter products also support the

industry standard Ethernet interconnect specification at lGb/s 10Gb/s and 4OGb/s and can provide

performance up to 56Gb/s In developing this dual interconnect support we created VPI VPI enables

us to offer fabric-flexible products that concurrently support both Ethernet and InfiniBand with

network ports having the ability to auto sense the type of switch to which it is connected and then take

on the characteristics of that fabric In addition these products extend certain InfiniBand advantages to

Ethernet fabrics such as reduced complexity and superior price/performance by utilizing existing field-

proven InfiniBand software solutions

Our Strengths

We apply our strengths to enhance our position as leading supplier of semiconductor-based

high-performance interconnect products We consider our key strengths to include the following

We have expertise in developing high-performance interconnect solutions We were founded by

team with an extensive background in designing and marketing semiconductor solutions Since

our founding we have been focused on high-performance interconnect and have successfully

launched several generations of InfiniBand and Ethernet products We believe we have

developed strong competencies in integrating mixed-signal design and developing complex ICs

We have used these competencies along with our knowledge of InfiniBand to design our

innovative next generation high-performance products that also support the Ethernet

interconnect standard We also consider our software development capability as key strength

and we believe that our software allows us to offer complete solutions We have developed

significant portfolio of intellectual property or IP and have 59 issued patents We believe our

experience competencies and IP will enable us to remain leading supplier of high-performance

interconnect solutions

We believe we are the leading merchant supplier of InfiniBand ICs We have gained in-depth

knowledge of the InfiniBand standard through active participation in its development We were

first to market with InfiniBand products in 2001 and InfiniBand products that support the

standard PCI Express interface in 2004 PCI Express 2.0 interface in 2007 and PCI Express 3.0

in 2011 We have sustained our leadership position through the introduction of several

generations of products Because of our market leadership vendors have developed and continue

to optimize their software products based on our semiconductor solutions We believe that this

places us in an advantageous position to benefit from continuing market adoption of our products

We have comprehensive set of technical capabilities to deliver innovative and reliable products In

addition to designing our ICs we design standard adapter card products and custom adapter

card and switch products providing us deep understanding of the associated circuitry and

component characteristics We believe this knowledge enables us to develop solutions that are

innovative and can be efficiently implemented in target applications We have devoted significant

resources to develop our in-house test development capabilities
which enables us to rapidly



Our Ethernet Solution

Advances in server virtualization network storage and compute clusters have driven the need for

faster network throughput to address application latency and availability problems in the Enterprise To

service this need we provide competitive and complete 10/40/56 Gigabit Ethernet solution for use in

EDC HPC embedded environments and hyperscale Web 2.0 and cloud data centers These solutions

remove I/O bottlenecks in mainstream servers that limit application performance and support

hardware-based I/O virtualization providing dedicated adapter resources and guaranteed isolation and

protection for virtual machines within the server

VP Providing Connectivity to InfiniBand and Ethernet

In addition to supporting InfiniBand our latest generation adapter products also support the

industry standard Ethernet interconnect specification at lGb/s 10Gb/s and 4OGb/s and can provide

performance up to 56Gb/s In developing this dual interconnect support we created VPI VPI enables

us to offer fabric-flexible products that concurrently support both Ethernet and InfiniBand with

network ports having the ability to auto sense the type of switch to which it is connected and then take

on the characteristics of that fabric In addition these products extend certain InfiniBand advantages to

Ethernet fabrics such as reduced complexity and superior price/performance by utilizing existing field-

proven InfiniBand software solutions

Our Strengths

We apply our strengths to enhance our position as leading supplier of semiconductor-based

high-performance interconnect products We consider our key strengths to include the following

We have expertise
in developing high-performance interconnect solutions We were founded by

team with an extensive background in designing and marketing semiconductor solutions Since

our founding we have been focused on high-performance interconnect and have successfully

launched several generations
of InfiniBand and Ethernet products We believe we have

developed strong competencies in integrating mixed-signal design and developing complex ICs

We have used these competencies along with our knowledge of InfiniBand to design our

innovative next generation high-performance products that also support the Ethernet

interconnect standard We also consider our software development capability as key strength

and we believe that our software allows us to offer complete solutions We have developed

significant portfolio of intellectual property or IP and have 59 issued patents We believe our

experience competencies and IP will enable us to remain leading supplier of high-performance

interconnect solutions

We believe we are the leading merchant supplier of InfiniBand ICs We have gained in-depth

knowledge of the InfiniBand standard through active participation
in its development We were

first to market with InfiniBand products in 2001 and InfiniBand products that support the

standard PCI Express interface in 2004 PCI Express 2.0 interface in 2007 and PCI Express 3.0

in 2011 We have sustained our leadership position through the introduction of several

generations of products Because of our market leadership vendors have developed and continue

to optimize their software products
based on our semiconductor solutions We believe that this

places us in an advantageous position to benefit from continuing market adoption of our products

We have comprehensive set of technical capabilities to deliver innovative and reliable products In

addition to designing our ICs we design standard adapter card products and custom adapter

card and switch products providing us deep understanding of the associated circuitry and

component characteristics We believe this knowledge enables us to develop solutions that are

innovative and can be efficiently implemented in target applications We have devoted significant

resources to develop our in-house test development capabilities which enables us to rapidly



finalize our mass production test programs thus reducing time to market We have synchronized

our test platform with our outsourced testing provider and are able to conduct quality control

tests with minimal disruption We believe that because our capabilities extend from product

definition through IC design and ultimately management of our high-volume manufacturing

partners we have better control over our production cycle and are able to improve the quality

availability and reliability of our products

We have extensive relationships with our key OEM customers and many end users Since our

inception we have worked closely with major OEMs including leading server storage

communications infrastructure equipment and embedded systems vendors to develop products

that accelerate market adoption of our InfiniBand and Ethernet products During this process

we have obtained valuable insight into the challenges and objectives of our customers and

gained visibility into their product development plans We also have established end-user

relationships with influential IT executives who allow us access to firsthand information about

evolving EDC HPC and embedded market trends We believe that our OEM customer and

end-user relationships allow us to stay at the forefront of developments and improve our ability

to provide compelling solutions to address their needs

Our Strategy

Our goal is to be the leading supplier of end-to-end interconnect solutions for servers and storage

that optimize data center performance for computing storage
and communications applications To

accomplish this goal we intend to

Continue to develop leading high-peiformance interconnect products We will continue to expand

our technical expertise and customer relationships to develop leading interconnect products We

are focused on extending our leadership position in high-performance interconnect technology

and pursuing product development plan that addresses emerging customer and end-user

demands and industry standards In order to expand our market opportunity we have added

products that are compatible with the Ethernet interconnect standard in addition to InfiniBand

These products will allow our customers to capture certain advantages of InfiniBand while

providing connectivity to Ethernet-based infrastructure equipment Our unified software strategy

is to use single software stack to support connectivity to InfiniBand and Ethernet with the

same VPI enabled hardware adapter device

Facilitate and increase the continued adoption of InfiniBand We will facilitate and increase the

continued adoption of InfiniBand in the high-performance interconnect marketplace by

expanding our partnerships with key vendors that drive high-performance interconnect adoption

such as suppliers of processors operating systems and other associated software In conjunction

with our OEM customers we will expand our efforts to promote the benefits of InfiniBand and

VPI directly to end users to increase demand for high-performance interconnect solutions

Expand our presence with existing server OEM customers We believe the leading server vendors

are influential drivers of high-performance interconnect technologies to end users We plan to

continue working with and expanding our relationships with server OEMs to increase our

presence in their current and future product platforms

Broaden our customer base with storage communications infrastructure and embedded systems

OEMs We believe there is significant opportunity to expand our global customer base with

storage communications infrastructure and embedded systems OEMs In storage solutions

specifically we believe our products are well suited to replace existing technologies such as Fibre

Channel We believe our products are the basis of superior interconnect fabrics for unifying

disparate storage interconnects including back-end clustering and front-end connections

primarily due to their ability to be unified fabric and superior price/performance economics
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Leverage our fabless business model to deliver strong financial performance We intend to continue

operating as fabless semiconductor company and consider outsourced manufacturing of our

ICs adapter cards and switches to be key element of our strategy
Our fabless business model

offers flexibility to meet market demand and allows us to focus on delivering innovative

solutions to our customers We plan to continue to leverage the flexibility and efficiency offered

by our business

Our Products

We provide complete solutions which are based on and meet the specifications of the InfiniBand

standard in addition to products that also support the Ethernet standard Our InfiniBand products

include adapter ICs and cards ConnectX and Connect-TBTM product family and switch ICs

InfiniScale SwitchX and SwitchX-2 product family and systems gateway ICs BridgeX product

family and gateway systems long-haul systems MetroX software cables and modules Our latest

4th 5th and 6th generation adapters and cards ConnectX ConnectX2 and ConnectX3 product

families also support the Ethernet interconnect standard in addition to InfiniBand Our SwitchX and

SwitchX-2 family of silicon and systems supports
both Ethernet and InfiniBand and includes gateways

to Fibre Channel Our gateway devices support bridging capabilities from InfiniBand to Ethernet Our

long-haul systems expand the reach of InfiniBand and lossless Ethernet to 10 kilometers and farther

We have registered Mellanox BridgeX ConnectX CORE-Direct InfiniBridge

InfiniHost InfiniScale PhyX SwitchX Virtual Protocol Interconnect and Voltaire as

trademarks in the United States We have trademark application pending to register FabriclT

MLNX-OS and Unbreakable-Link

We provide adapters to server storage communications infrastructure and embedded systems

OEMs as ICs or standard card form factors with PCI Express interfaces Adapter ICs or cards are

incorporated into OEM server and storage systems to provide InfiniBand and/or Ethernet connectivity

All of our adapter products interoperate with standard programming interfaces and are compatible with

previous generations providing broad industry support We also support server operating systems

including Linux Windows AIX HPUX Solaris and VxWorks

We also provide our switch ICs to server storage communications infrastructure and embedded

systems
OEMs to create switching equipment To deploy an InfiniBand or Ethernet fabric any number

of server or storage systems that contain an adapter can be connected to communications

infrastructure system such as an InfiniBand or Ethernet switch Our 6th generation switch IC

SwitchX-2 supports up to 56Gb/s InfiniBand and Ethernet throughput We have also introduced

switch systems
that include 8-port 18-port 36-port 48-port 64-port 108-port 216-port 324-port and

648-port

Our products generally vary by the number and performance of InfiniBand and/or Ethernet ports

supported

We also offer custom products that incorporate our ICs to select server and storage OEMs that

meet their special system requirements Through these custom product engagements we gain insight

into the OEMs technologies and product strategies

We also provide our OEM customers software and tools that facilitate the use and management of

our products Developed in conjunction with the OFA our Linux- and Windows-based software enables

applications to efficiently utilize the features of the interconnect We have expertise in optimizing the

performance of software that spans the entire range of upper layer protocols down through the lower

level drivers that interface to our products We provide suite of software tools and comprehensive

management software solution Unified Fabric Manager for managing optimizing testing and verifying

the operation of InfiniBand and Ethernet switch fabrics We also provide gateway management
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software FabriclT BridgeX Manager which runs on top of our BridgeX gateway systems to manage
I/O consolidation from an InfiniBand network to Ethernet and Fibre Channel for cluster cloud and

virtual environments In addition we provide full suite of acceleration software Messaging

Accelerator or VMA Fabric Collective Accelerator or FCA Storage Accelerator or VSA and

Unstructured Data Accelerator or UDA that further reduce latency increase throughput and offload

CPU cycles enhancing the performance of applications in multiple markets while eliminating the need

for large investments in hardware infrastructure

We provide an extensive selection of passive and active copper and optical cables and modules to

enable InfiniBand and Ethernet connectivity

Technology

We have technological core competencies in the design of high-performance interconnect ICs that

enable us to provide high level of integration efficiency flexibility and performance for our adapter

and switch ICs Our products integrate multiple complex components onto single IC including

high-performance mixed-signal design specialized communication processing functions and advanced

interfaces

High-performance mixed-signal design

One of the key technology differentiators of our ICs is our mixed-signal data transmission SerDes

technology SerDes I/O directly drives the interconnect interface which provides signaling and

transmission of data over copper interconnects and cables or fiber optic interfaces for longer distance

connections We are the only company that has shipped field-proven integrated controller ICs that

operate with 14Gb/s SerDes over ten meter InfiniBand copper cable Additionally we are able to

integrate several of these high-performance SerDes onto single low-power IC enabling us to provide

the highest bandwidth merchant switch ICs based on an industry-standard specification We have

developed 14Gb/s SerDes I/O that is used in our 5th generation ConnectX adapter that supports both

InfiniBand and Ethernet as well as our 5th generation SwitchX switch IC that supports InfiniBand and

Ethernet Our 14Gb/s SerDes enables our ConnectX adapters to support 56Gb/s bandwidth four

14Gb/s SerDes operating in parallel in addition to providing direct 10Gb/s connection to standard

XFP and SFP fiber modules to provide long range Ethernet connectivity without the requirement of

additional components which saves power cost and board space

Specialized communication processing and switching functions

We also specialize in high-performance low-latency design architectures that incorporate significant

memory and logic areas requiring proficient synthesis and verification Our adapter ICs are specifically

designed to perform communication processing effectively offloading this
very intensive task from

server and storage processors in cost-effective manner Our switch ICs are specifically designed to

switch cluster interconnect data transmissions from one port to another with high bandwidth and low

latency and we have developed packet switching engine and non-blocking crossbar switch fabric to

address this

We have developed custom embedded Reduced Instruction Set Computer processor
called

InfiniRISC that specializes in offloading network processing from the host server or storage system

and adds flexibility product differentiation and customization We integrate different number of these

processors in device depending on the application and feature targets of the particular product

Integration of these
processors

also shortens development cycles as additional features can be added by

providing new programming packages after the ICs are manufactured and even after they are deployed

in the field
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Advanced interfaces

In addition to InfiniBand and Ethernet interfaces we also provide other industry-standard

high-performance advanced interfaces such as PCI Express PCI Express 2.0 and PCI Express 3.0 which

also utilize our mixed-signal SerDes I/O technology PCI Express is high-speed chip-to-chip interface

which provides high-performance interface between the adapter and processor in server and storage

systems PCI Express and our high-performance interconnect interfaces are complementary

technologies that facilitate optimal bandwidth for data transmissions along the entire connection

starting from processor
of one system in the cluster to another processor in different system

System hardware technology

In addition to silicon technology we also provide system hardware technology that enables us to

build high-density high-performance network adapters and switch systems Our technology delivers

end-to-end solutions that maximize data throughput through given media at minimal hardware or

power cost at very low Bit Error Rate BER

Software technology

In addition to hardware products we develop and provide software stacks to expose standard I/O

interfaces to the consumer applications on the host and to network management applications within the

network We also provide advanced interfaces and capabilities to enable application acceleration

efficient resource management and utilization in data centers factoring cost power and performance

into the efficiency equation

Customers

EDC HPC and embedded end-user markets for systems utilizing our products are mainly served

by leading server storage and communications infrastructure OEMs In addition our customer base

includes leading embedded systems OEMs that integrate computing storage and communication

functions that use high-performance interconnect solutions contained in chassis which has been

optimized for particular environment

Representative OEM customers in these areas for the year ended December 31 2012 include

Communications

Server Storage Infrastructure Equipment Embedded Systems

HP HP Oracle Advantech

IBM Network Appliance Dalsa Medical

Dell Isilon/EMC Fujitsu

Fujitsu Xyratex Mercury

IBM GE Fanuc

Data Direct Networks Sea Change International

TeraData Toshiba Medical

We sold products to more than 214 customers worldwide including QEMs and their contract

manufacturers value-added resellers distributors and system integrators in the year ended

December 31 2012

small number of customers account for significant portion of our revenues In the year ended

December 31 2012 sales to Hewlett-Packard accounted for 20% of our total revenues and sales to

IBM accounted for 19% of our total revenues In the year ended December 31 2011 sales to Hewlett

Packard accounted for 19% of our total revenues and sales to IBM accounted for 17% of our total

revenues In the year ended December 31 2010 sales to Hewlett-Packard accounted for 15% of our

total revenues and sales to Dell accounted for 12% of our total revenues
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Sales and Marketing

We sell our products worldwide through multiple channels including our direct sales force our

network of domestic and international sales representatives and independent distributors We have

strategically located sales personnel in the United States Europe China Japan India Taiwan and

South America Our sales directors focus their efforts on leading OEMs and target key decision

makers We are also in frequent communication with our customers and partners sales organizations

to jointly promote our products and partner solutions into end-user markets We have expanded our

sales and business development teams to engage directly with end users promoting the benefits of our

products which we believe creates additional demand for our customers products that incorporate our

products

Our sales support organization is responsible for supporting our sales channels and managing the

logistics from order entry to the delivery of products to our customers In addition our sales support

organization is responsible for customer and revenue forecasts customer agreements and program

management for our large multi-national customers Customers within North America are supported

by our staff in California and customers outside of North America are supported by our staff in Israel

To accelerate design and qualification of our products into our OEM customers systems and

ultimately the deployment of our techno logy by our customers to end users we have field

applications engineering or FAE team and an internal support engineering team that provide direct

technical support In certain situations our OEM customers will also utilize our expertise to support

their end-user customers jointly Our technical support personnel have expertise in hardware and

software and have access to our development team to ensure proper service and support for our OEM
customers Our FAE team provides OEM customers with design and review capabilities of their systems

in addition to technical training on the technology we have implemented in our products

Our marketing team is responsible for product strategy and management future product plans and

positioning pricing product introductions and transitions competitive analysis marketing

communications and raising the overall visibility of our company The marketing team works closely

with both the sales and research and development organizations to properly align development

programs and product launches with market demands

Our marketing team leads our efforts to promote our interconnect technology and our products to

the entire industry by

assuming leadership roles within IBTA OFA and other industry trade organizations

participating in tradeshows press
and analyst briefings conference presentations and seminars

for end-user education and

building and maintaining active partnerships with industry leaders whose products are important

in driving InfiniBand and Ethernet adoption including vendors of processors operating systems

and software applications

Research and Development

Our research and developient team is composed of experienced semiconductor designers

software developers and system designers Our semiconductor design team has extensive experience in

all phases of complex high-volume design including product definition and architecture specification

hardware code development mixed-signal and analog design and verification Our software team has

extensive experience in development verification interoperability testing and performance optimization

of software for use in computing and storage applications Our systems design team has extensive

experience in all phases of high-volume adapter card and custom switch designs including product

definition and architectural specification product design design verification and transfer to production
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We design our products with careful attention to quality reliability cost and performance

requirements We utilize methodology called Customer Owned Tooling or COT where we control

and manage significant portion of timing layout design and verification in-house before sending the

semiconductor design to our third-party manufacturer Although COT requires significant up-front

investment in tools and personnel it provides us with greater control over the quality and reliability of

our IC products as opposed to relying on third-party
verification services as well as better product cost

and time to market

We choose first-tier technology vendors for our design tools and continue to maintain long-term

relationships with our vendors to ensure timely support and updates We also select mainstream

silicon manufacturing process only after it has proven its production worthiness We verify that actual

silicon characterization and performance measurements strongly correlate to models that were used to

simulate the device while in design and that our products meet frequency power and thermal targets

with good margins Furthermore we insert Design-for-Test circuitry into our IC products which

increases product quality provides expanded debugging capabilities and ultimately enhances system-

level testing and characterization capabilities once the device is integrated into our customers products

Frequent interaction between our silicon software and systems design teams gives us

comprehensive view of the requirements necessary to deliver quality high-performance products to our

OEM customers Our research and development expense was $138.9 million in 2012 $92.5 million in

2011 and $56.8 million in 2010

Manufacturing

We depend on third-party vendors to manufacture package assemble and production test our

products as we do not own or operate semiconductor fabrication packaging or production testing

facility or boards and system assembly By outsourcing manufacturing we are able to avoid the high

cost associated with owning and operating our own facilities while managing flexible capacity This

allows us to focus our efforts on the design and marketing of our products

Manufacturing and Testing We use Taiwan Semiconductor Manufacturing Company or TSMC to

manufacture and Advanced Semiconductor Engineering or ASE to assemble package and production

test our IC products We use Flextronics International Ltd Sanmina-SCI Corporation A.L Electronics

Engineering Production Services Ltd and Universal Scientific Industrial Co Ltd or USI to

manufacture our standard and custom adapter card products and switch systems In addition we also

use Comtel Electronics to manufacture some of our switch systems We use several sub-contractors to

manufacture our cables We maintain close relationships with our suppliers which improves the

efficiency of our supply chain We focus on mainstream processes materials packaging and testing

platforms and have continuous technology assessment program in place to choose the appropriate

technologies to use for future products We provide all of our suppliers 6-month rolling forecast and

generally receive their confirmation that they are able to accommodate our needs on monthly basis

We have access to online production reports that provide up-to-date status information of our products

as they flow through the manufacturing process On quarterly basis we generally review lead-time

yield enhancements and pricing with all of our suppliers to obtain the optimal cost for our products

Quality Assurance We maintain an ongoing review of product manufacturing and testing

processes Oui IC products are subjected to extensive testing to assess whether their performance

exceeds the design specifications We own an in-house Teradyne Tiger IC tester which provides us with

immediate test data and the ability to generate characterization reports that are made available to our

customers Our adapter cards and custom switch system products are subject to similar levels of testing

and characterization and are additionally tested for regulatory agency certifications such as Safety and

EMC radiation test which are made available to our customers We only use components on these

products that are qualified to be on our approved vendor list
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Requirements Associated with the OCS Israeli law requires that we manufacture our products

developed with government grants
in Israel unless we otherwise obtain approval from the Office of the

Chief Scientist of Israels Ministry of Industry Trade and Labor or the OCS The OCS approved the

manufacture of our IC products outside of Israel subject to our undertaking to pay the OCS royalties

from the sales of these products up to 120% of the amount of OCS funds granted which have been

paid in full The manufacturing of our IC products outside of Israel including those products

manufactured by TSMC and ASE is in compliance with the terms of our grant applications and

applicable provisions of Israeli law Under applicable Israeli law Israeli government consent is required

to transfer technologies developed under projects funded by the government to third parties outside of

Israel Transfer of OCS-funded technologies outside of Israel is permitted with the approval of the OCS

and in accordance with the restrictions and payment obligations set forth under Israeli law Israeli law

further specifies that both the transfer of know-how as well as the transfer of IP rights in such

know-how are subject to the same restrictions These restrictions do not apply to exports from Israel or

the sale of products developed with these technologies The Company does not anticipate the need to

transfer any of its intellectual property rights outside of Israel at this time

Employees

As of December 31 2012 we had 1112 full-time employees and 151 part-time employees

including 894 in research and development 219 in sales and marketing 96 in general and

administrative and 54 in operations 938 of our full-time employees and all of our 151 part-time

employees are located in Israel

Certain provisions of the collective bargaining agreements between the Histadrut General

Federation of Labor in Israel and the Coordination Bureau of Economic Organizations including the

Industrialists Associations are applicable to our employees in Israel by order of the Israeli Ministry of

Industry Trade and Labor These provisions primarily concern the length of the workday and pension

fund benefits for all employees We generally provide our employees with benefits and working

conditions above the required minimums

We have never experienced any employment-related work stoppages and believe our relationship

with our employees is good

Intellectual Property

One of the key values and drivers for future growth of our high-performance interconnect IC

system hardware and software products is the IP we develop and use to improve them We believe that

the main value proposition of our high-performance interconnect products and success of our future

growth will depend on our ability to protect our IP We rely on combination of patent copyright

trademark mask work trade secret and other IP laws both in the United States and internationally as

well as confidentiality non-disclosure and inventions assignment agreements with our employees

customers partners suppliers and consultants to protect and otherwise seek to control access to and

distribution of our proprietary information and processes In addition we have developed technical

knowledge which although not patented we consider to be significant in enabling us to compete The

proprietary nature of such knowledge however may be difficult to protect and we may be exposed to

competitors who independently develop the same or similar technology or gain access to our

knowledge

The semiconductor industry is characterized by frequent claims of infringement and litigation

regarding patent and other IP rights We like other companies in the semiconductor industry believe it

is important to aggressively protect and pursue our IP rights Accordingly to protect our rights we may
file suit against parties whom we believe are infringing or misappropriating our IP rights These

measures may not be adequate to protect our technology from third party infringement or
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misappropriation and may be costly and may divert managements attention away from day-to-day

operations We may not prevail in these lawsuits If any party infringes or misappropriates our IP rights

this infringement or misappropriation could materially adversely affect our business and competitive

position

As of December 31 2012 we had 45 issued patents
and 70 patent applications pending in the

United States five issued patents in Taiwan five issued patents
in Israel two issued patents in the United

Kingdom one patent issued each in Germany and France and three patent applications pending in

China and one patent application pending in Japan which cover aspects of the technology in our

products The term of any issued patent
in the United States and Israel is 20 years

from its filing date

and if our applications are pending for long time period we may have correspondingly shorter term

for any patent that may be issued Our present
and future patents may provide only limited protection

for our technology and may not be sufficient to provide competitive advantages to us Furthermore we

cannot assure you that any patents will be issued to us as result of our patent applications

The risks associated with patents and intellectual property are more fully discussed under the

section entitled Risk Factors under Part Item 1A of this report

Competition

The markets in which we compete are highly competitive and are characterized by rapid

technological change evolving industry standards and new demands on features and performance of

interconnect solutions We compete primarily on the basis of

price/performance

time to market

features and capabilities

wide availability of complementary software solutions

reliability

power consumption

customer and application support

product roadmap

intellectual property and

reputation

We believe that we compete favorably with respect to each of these criteria Many of our current

and potential competitors however have longer operating histories significantly greater resources

greater
economies of scale stronger name recognition and larger base of customers than we do This

may allow them to respond more quickly than we are able to respond to new or emerging technologies

or changes in customer requirements Many of our competitors also have significant influence in the

semiconductor industry They may be able to introduce new technologies or devote greater resources to

the development marketing and sales of their products than we can Furthermore in the event of

manufacturing capacity shortage these competitors may be able to manufacture products when we are

unable to do so

We compete with other providers of semiconductor-based high-performance interconnect products

based on InfiniBand Ethernet Fibre Channel and proprietary technologies With respect to InfiniBand

products we compete with Intel Corporation which acquired the InfiniBand product lines from QLogic

Corporation at the beginning of 2012 For Ethernet technology the leading IC vendors include Emulex
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Intel and Broadcom Corporation The leading IC vendors that provide Ethernet and Fibre Channel

products to the market include Marvell Technology Group Emulex Corporation and QLogic
Corporation The leading Ethernet switch system vendors include Cisco and Arista In HPC EDC
Web 2.0 cloud and financial services markets products based on the InfiniBand standard primarily

compete with the industry-standard Ethernet and Fibre Channel interconnect technologies In

embedded markets we typically compete with interconnect technologies that are developed in-house by

system OEM vendors and created for specific applications

Acquisition of Voltaire Ltd

In fiscal year 2011 we acquired Voltaire Ltd Voltaire Voltaire designs and develops scale-out

computing fabrics for data centers high-performance computing and cloud computing environments
Voltaires family of scale-out fabric switches application acceleration software and advanced fabric

management software improves the performance of mission-critical applications increases efficiency
and reduces costs through infrastructure consolidation and lower power consumption Our primary
reasons for the Voltaire acquisition were to enhance our position in

providing end-to-end interconnect

solutions and to expand our software and hardware offerings The acquisition also enhanced our

engineering team and sales force through the addition of Voltaire employees The acquisition of

Voltaire has allowed us to offer broader product portfolio provided us with the opportunity to

expand our customer base and allowed us to go to market with end-to-end hardware and software

solutions for both InfiniBand and Ethernet

Additional Information

We were incorporated under the laws of Israel in March 1999 Our ordinary shares began trading

on The NASDAQ Global Market as of February 2007 under the symbol MLNX and on the

Tel-Aviv Stock Exchange as of July 2007 under the symbol MLNX Prior to February 2007 our

ordinary shares were not traded on any public exchange

Our
principal executive offices in the United States are located at 350 Oakmead Parkway

Suite 100 Sunnyvale California 94085 and our principal executive offices in Israel are located at Beit

Mellanox Yokneam Israel 20692 The majority of our assets are located in the United States Our
telephone number in Sunnyvale California is 408 970-3400 and our telephone number in Yokneam
Israel is 972-4-909-7200 Jacob Shulman is our agent for service of process in the United States and

is located at our principal executive offices in the United States Our website address is

www.mellanox.com Information contained on our website is not part of this report and the inclusion

of our website address in this report is an inactive textual reference only

Available Information

We file reports with the Securities and Exchange Commission or SEC including annual
reports on

Form 10-K quarterly reports on Form 10-Q current reports on Form 8-K and any other filings

required by the SEC We post on the Investor Relations pages of our website ir.mellanox.com links to

our filings with the SEC our Code of Business Conduct and Ethics our Complaint and Investigation
Procedures for Accounting Internal Accounting Controls Fraud or Auditing Matters and the charters

of our Audit Compensation and Nominating and Corporate Governance Committees of our board of

directors and the charter of our Disclosure Committee Our filings with the SEC including our annual

reports on Form 10-K quarterly reports on Form 10-Q current
reports on Form 8-K and any other

filings required by the SEC are posted on our website as soon as reasonably practical after they are

electronically filed with or furnished to the SEC You can also obtain copies of these documents
without charge to you by writing to us at Investor Relations do Mellanox Technologies Inc
350 Oakmead Parkway Suite 100 Sunnyvale California 94085 or by emailing us at ir@mellanox.com
Ail these documents and filings are available free of charge Please note that information contained on
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our website is not incorporated by reference in or considered to be part of this report Further

copy of this report on Form 10-K is located at the SECs Public Reference Room at 100 Street NE
Washington D.C 20549 Information on the operation of the Public Reference Room can be obtained

by calling the SEC at 1-800-SEC-0330 The SEC maintains an Internet site that contains reports proxy

and information statements and other information regarding our filings at www.sec.gov

ITEM lARISK FACTORS

Investing in our ordinaiy shares involves high degree of risk You should carefully consider the

following risk factors in addition to the other information set forth in this report before purchasing our

ordinaty shares Each of these risk factors could harm our business financial condition or operating results

as well as decrease the value of an investment in our ordinary shares

Risks Related to Our Business

The semiconductor industry may be adversely impacted by worldwide economic uncertainties which may

cause our revenues and profitability to decline

We operate primarily in the semiconductor industry which is cyclical and subject to rapid change

and evolving industry standards From time to time the semiconductor industry has experienced

significant downturns characterized by decreases in product demand and excess customer inventories

Economic volatility can cause extreme difficulties for our customers and vendors to accurately forecast

and plan future business activities This unpredictability could cause our customers to reduce spending

on our products and services which would delay and lengthen sales cycles Furthermore during

challenging economic times our customers and vendors may face issues gaining timely access to

sufficient credit which could affect their ability to make timely payments to us As result we may

experience growth patterns that are different than the end demand for products particularly during

periods of high volatility

We cannot predict the timing strength or duration of any economic slowdown or recovery or the

impact of such events on our customers our vendors or us The combination of our lengthy sales cycle

coupled with challenging macroeconomic conditions could have compound impact on our business

The impact of market volatility is not limited to revenue but may also affect our product gross margins

and other financial metrics Any downturn in the semiconductor industry may be severe and prolonged

and any failure of the industry to fully recover from downturns could seriously impact our revenue and

harm our business financial condition and results of operations

We may pursue acquisitions of other companies or new or complementary products technologies and

businesses which could harm our operating results may disrupt our business and could result in

unanticipated accounting charges

We may pursue acquisitions of other companies or new or complementary products technologies

and businesses in the future Acquisitions create additional material risk factors for our business that

could cause our results to differ materially and adversely from our expected or projected results Such

risk factors include the effects of possible disruption to the continued expansion of our product lines

potential changes in our customer base and changes to the total available market for our products

reduced demand for our products the impact of any such acquisition on our financial results negative

customer reaction to any such acquisition and our ability to successfully integrate an acquired

companys operations with our operations

Acquisitions present number of other potential risks and challenges that could disrupt our

business operations For example we may not be able to successfully negotiate or finance the

acquisition on favorable terms If an acquired company also has inventory that we assume we will be

required to write up the carrying value of that inventory to its fair value When that inventory is sold
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the
gross margins for those products are reduced and our gross margins for that period are negatively

affected Furthermore the purchase price of any acquired businesses may exceed the current fair values

of the net tangible assets of such acquired businesses As result we would be required to record

material amounts of goodwill acquired in-process research and development and other intangible

assets which could result in significant impairment and acquired in-process research and development

charges and amortization expense in future periods These charges in addition to the results of

operations of such acquired businesses and potential restructuring costs associated with an acquisition

could have material adverse effect on our business financial condition and results of operations We

cannot forecast the number timing or size of future acquisitions or the effect that any such

acquisitions might have on our operating or financial results Furthermore potential acquisitions

whether or not consummated will divert our managements attention and may require considerable

cash outlays at the expense of our existing operations In addition to complete future acquisitions we

may issue equity securities incur debt assume contingent liabilities or have amortization expenses and

write-downs of acquired assets which could adversely affect our profitability

We have made and may in the future pursue investments in other companies which could harm our

operating results

We have made and could make in the future investments in technology companies including

privately-held companies in development stage Many of these private equity investments are

inherently risky because the companies businesses may never develop and we may incur losses related

to these investments In addition we may be required to write down the carrying value of these

investments to reflect other-than-temporary declines in their value which could have material adverse

effect on our financial position and results of operations

We do not expect to sustain our historical revenue growth rate which may reduce our share price

Our revenues increased by 33% 68% and 93% in 2010 2011 and 2012 respectively Our revenues

increased from $116.0 million to $154.6 million to $259.3 million to $500.8 million for the years ended

December 31 2009 2010 2011 and 2012 respectively The revenue increase in 2012 was driven in part

by sales associated with pent up demand for Intels Romley and Sandy Bridge server and storage

platforms that were introduced in 2012 Our revenue growth rate has fluctuated during recent years

and we may not be able to sustain this growth rate in future periods You should not rely on the

revenue growth of any prior quarterly or annual periods as an indication of our future performance If

we are unable to maintain adequate revenue growth we may not have adequate resources to execute

our business objectives and our share price may decline

InfiniBand may not be adopted at the rate or extent that we anticipate and adoption of InfiniBand is

largely dependent on third-party vendors and end users

While the usage of InfiniBand has increased since its first specifications were completed in

October 2000 continued adoption of InfiniBand is dependent on continued collaboration and

cooperation among IT vendors In addition the end users that purchase IT products and services from

vendors must find InfiniBand to be compelling solution to their IT system requirements We cannot

control third-party participation
in the development of InfiniBand as an industry standard technology

We rely on server storage communications infrastructure equipment and embedded systems vendors to

incorporate and deploy InfiniBand ICs in their systems InfiniBand may fail to effectively compete with

other technologies which may be adopted by vendors and their customers in place of InfiniBand The

adoption of InfiniBand is also affected by the general replacement cycle of IT equipment by end users

which is dependent on factors unrelated to InfiniBand These factors may reduce the rate at which

InfiniBand is incorporated by our current server vendor customers and impede its adoption in the

storage communications infrastructure and embedded systems markets which in turn would harm our

ability to sell our InfiniBand products
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We have limited visibility into customer and end-user demand for our products and generally have short

inventory cycles which introduce uncertainty into our revenue and production forecasts and business planning

and could negatively impact our financial results

Our sales are made on the basis of purchase orders rather than long-term purchase commitments

In addition our customers may defer purchase orders We place orders with the manufacturers of our

products according to our estimates of customer demand This process requires us to make multiple

demand forecast assumptions with respect to both our customers and end users demands It is more

difficult for us to accurately forecast end-user demand because we do not sell our products directly to

end users In addition the majority of our adapter card business is conducted on short order

fulfillment basis introducing more uncertainty into our forecasts Because of the lead time associated

with fabrication of our semiconductors forecasts of demand for our products must be made in advance

of customer orders In addition we base business decisions regarding our growth on our forecasts for

customer demand As we grow anticipating customer demand may become increasingly difficult If we

overestimate customer demand we may purchase products from our manufacturers that we may not be

able to sell and may over-budget our operations Conversely if we underestimate customer demand or

if sufficient manufacturing capacity were unavailable we would forego revenue opportunities and could

lose market share or damage our customer relationships

In addition the majority of our revenues are derived from customer orders received and fulfilled

in the same quarterly period If we overestimate customer demand we could miss our quarterly

revenue targets which could have material adverse effect on our financial results

We depend on small number of customers for significant portion of our sales and the loss of any one

of these customers will adversely affect our revenues

small number of customers account for significant portion of our revenues For the year ended

December 31 2012 sales to Hewlett-Packard and IBM accounted for 20% and 19% respectively of

our total revenues while sales to our top ten customers accounted for 74% of our revenues For the

year ended December 31 2011 sales to Hewlett-Packard and IBM accounted for 19% and 17%
respectively of our total revenues while sales to our top ten customers accounted for 70% of our

revenues Because the majority of servers storage communications infrastructure equipment and

embedded systems are sold by relatively small number of vendors we expect that we will continue to

depend on small number of customers to account for significant percentage of our revenues for the

foreseeable future Our customers including our most significant customers are not obligated by

long-term contracts to purchase our products and may cancel orders with limited potential penalties If

any of our large customers reduces or cancels its purchases from us for any reason it could have an

adverse effect on our revenues and results of operations

We face intense competition and may not be able to compete effectively which could reduce our market

share net revenues and profit margin

The markets in which we operate are extremely competitive and are characterized by rapid

technological change continuously evolving customer requirements and fluctuating average selling

prices We may not be able to compete successfully against current or potential competitors With

respect to InfiniBand products we compete with Intel Corporation For Ethernet technology the

leading IC vendors include Emulex Intel and Broadcom Corporation The leading IC vendors that

provide Ethernet and Fibre Channel products to the market include Marvell Technology Group

Emulex Corporation and QLogic Corporation The leading Ethernet switch system vendors include

Cisco and Arista In HPC EDC Web 2.0 cloud and financial services markets products based on the

InfiniBand standard primarily compete with the industry-standard Ethernet and Fibre Channel

interconnect technologies In embedded markets we typically compete with interconnect technologies

that are developed in-house by system OEM vendors and created for specific applications

21



Some of our customers are also IC and switch suppliers and already have in-house expertise and

internal development capabilities similar to ours Licensing our technology and supporting such

customers entails the transfer of intellectual property rights that may enable such customers to develop

their own products and solutions to replace those we are currently providing to them Consequently

these customers may become competitors to us Further each new design by customer presents

competitive situation In the past we have lost design wins to divisions within our customers and this

may occur again in the future We cannot predict whether these customers will continue to compete

with us whether they will continue to be our customers or whether they will continue to buy products

from us at the same volumes Competition could increase pressure on us to lower our prices and could

negatively affect our profit margins

Many of our current and potential competitors have longer operating histories significantly greater

resources greater economies of scale stronger name recognition and larger customer bases than we

have This may allow them to respond more quickly than we are able to respond to new or emerging

technologies or changes in customer requirements In addition these competitors may have greater

credibility with our existing and potential customers If we do not compete successfully our market

share revenues and profit margin may decline and as result our business may be adversely affected

If we fail to develop new products or enhance our existing products to react to rapid technological change

and market demands in timely and cost-effective manner our business will suffer

We must develop new products or enhance our existing products with improved technologies to

meet rapidly evolving customer requirements We are currently engaged in the development process for

next generation products and we need to successfully design our next generation and other products

for customers who continually require higher performance and functionality at lower costs The

development process for these advancements is lengthy and will require us to accurately anticipate

technological innovations and market trends Developing and enhancing these products can be

time-consuming costly and complex Our ability to fund product development and enhancements

partially depends on our ability to generate revenues from our existing products

There is risk that these developments or enhancements such as the migration of our next

generation products from 4Onm to 28nm to lower geometry process technologies will be late will have

technical problems fail to meet customer or market specifications and will not be competitive with

other products using alternative technologies that offer comparable performance and functionality We

may be unable to successfully develop additional next generation products new products or product

enhancements Our next generation products or any new products or product enhancements may not

be accepted in new or existing markets Our business will suffer if we fail to continue to develop and

introduce new products or product enhancements in timely manner or on cost-effective basis

We rely on limited number of subcontractors to manufacture assemble package and production test

our products and the failure of any of these third-party subcontractors to deliver products or otherwise

perform as requested could damage our relationships with our customers decrease our sales and limit our

growth

While we design and market our products and conduct test development in-house we do not

manufacture assemble package and production test our products and we must rely on third-party

subcontractors to perform these services We use TSMC to manufacture and ASE to assemble package

and production test our IC products We use Flextronics International Ltd Sanmina-SCI Corporation

A.L Electronics Engineering Production Services Ltd and USI to manufacture our standard and

custom adapter card products and switch systems In addition we also use Comtel Electronics to

manufacture some of our switch systems We use several sub-contractors to manufacture our cables If

these subcontractors do not provide us with high-quality products services and production and

production test capacity in timely manner or if one or more of these subcontractors terminates its
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relationship with us we may be unable to obtain satisfactory replacements to fulfill customer orders on

timely basis our relationships with our customers could suffer our sales could decrease and our

growth could be limited In particular there are significant challenges associated with moving our IC

production from our existing manufacturer to another manufacturer with whom we do not have

pre-existing relationship

We currently do not have long-term supply contracts with any of our third-party subcontractors

Therefore they are not obligated to perform services or supply products to us for any specific period

in any specific quantities or at any specific price except as may be provided in particular purchase

order None of our third-party subcontractors has provided contractual assurances to us that adequate

capacity will be available to us to meet future demand for our products Our subcontractors may

allocate capacity to the production of other companies products while reducing deliveries to us on

short notice Other customers that are larger and better financed than we are or that have long-term

agreements with these subcontractors may cause these subcontractors to reallocate capacity to those

customers thereby decreasing the capacity available to us

Other significant risks associated with relying on these third-party subcontractors include

reduced control over product cost delivery schedules and product quality

potential price increases

inability to achieve sufficient production increase production or test capacity and achieve

acceptable yields on timely basis

increased exposure to potential misappropriation of our intellectual property

shortages of materials used to manufacture products

capacity shortages

labor shortages or labor strikes

political instability in the regions where these subcontractors are located and

natural disasters impacting these subcontractors

If we fail to carefully manage the use of open source software in our products we may be required to

license key portions of our products on royalty-free basis or expose key parts of source code

Some portion of our software may be derived from open source software that is generally made

available to the public by its authors and/or other third parties Such open source software is often

made available to us under licenses such as the GNU General Public License which impose certain

obligations on us in the event we were to distribute derivative works of the open source software

These obligations may require us to make source code for the derivative works available to the public

and/or license such derivative works under particular type
of license rather than the forms of licenses

customarily used to protect our intellectual property In the event the copyright holder of any open

source software were to successfully establish in court that we had not complied with the terms of

license for particular work we could be required to release the source code of that work to the

public and/or stop distribution of that work

The average selling prices of our products have decreased in the past and may do so in the future which

could harm our financial results

The products we develop and sell are subject to declines in average selling prices We have had to

reduce our prices in the past and we may be required to reduce prices in the future Reductions in our

average selling prices to one customer could impact our average selling prices to other customers If we
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are unable to reduce our associated manufacturing costs this reduction in average selling prices would

cause our gross margin to decline Our financial results will suffer if we are unable to offset any

reductions in our average selling prices by increasing our sales volumes reducing our costs or

developing new or enhanced products with higher selling prices or gross margins

We expect gross margin to vary over time and our recent level of product gross margin may not be

sustainable

Our product gross margins vary from quarter to quarter and the recent level of
gross margins may

not be sustainable and may be adversely affected in the future by numerous factors including product

mix shifts product transitions increased price competition in one or more of the markets in which we

compete increases in material or labor costs excess product component or obsolescence charges from

our contract manufacturers warranty related issues or the introduction of new products or entry into

new markets with different pricing and cost structures

Fluctuations in our revenues and operating results on quarterly and annual basis could cause the

market price of our ordinary shares to decline

Our quarterly and annual revenues and operating results are difficult to predict and have

fluctuated in the past and may fluctuate in the future from quarter to quarter and year to year It is

possible that our operating results in some quarters and years will be below market expectations This

would likely cause the market price of our ordinary shares to decline Our quarterly and annual

operating results are affected by number of factors many of which are outside of our control

including

unpredictable volume and timing of customer orders which are not fixed by contract but vary on

purchase order basis

the loss of one or more of our customers or significant reduction or postponement of orders

from our customers

our customers sales outlooks purchasing patterns and inventory levels based on end-user

demands and general economic conditions

seasonal buying trends

the timing of new product announcements or introductions by us or by our competitors

our ability to successfully develop introduce and sell new or enhanced products in timely

manner

product obsolescence and our ability to manage product transitions

changes in the relative sales mix of our products

decreases in the overall average selling prices of our products

changes in our cost of finished goods and

the availability pricing and timeliness of delivery of other components used in our customers

products

We base our planned operating expenses in part on our expectations of future revenues and

significant portion of our expenses is relatively fixed in the short-term We have limited visibility into

customer demand from which to predict future sales of our products As result it is difficult for us to

forecast our future revenues and budget our operating expenses accordingly Our operating results

would be adversely affected to the extent customer orders are cancelled or rescheduled If revenues for

24



particular quarter are lower than we expect we likely would not be able to proportionately reduce

our operating expenses

We rely on our ecosystem partners to enhance and drive demand for our product offerings Our inability

to continue to develop or maintain such relationships in the future or our partners inability to timely deliver

technology or product offerings to the market may harm our revenues and ability to remain competitive

We have developed relationships with third parties which we refer to as ecosystem partners Such

partners provide their technology products operating systems tool support reference designs and other

elements necessary
for the sale of our products into our markets In addition introduction of new

products into the market by these partners may increase demand for our products If we are unable to

continue to develop or maintain these relationships or if our ecosystem partners delay or fail to timely

deliver their technology or products or other elements to the market our revenues may be adversely

impacted and we might not be able to enhance our customers ability to commercialize their products

in timely manner and our ability to remain competitive may be harmed

We rely primarily upon trade secret patent and copyright laws and contractual restrictions to protect our

proprietary rights and if these rights are not sufficiently protected our ability to compete and generate

revenues could suffer

We seek to protect our proprietary manufacturing specifications documentation and other written

materials primarily
under trade secret patent and copyright laws We also typically require employees

and consultants with access to our proprietary information to execute confidentiality agreements The

steps taken by us to protect our proprietary information may not be adequate to prevent

misappropriation of our technology In addition our proprietary rights may not be adequately protected

because

people may not be deterred from misappropriating our technologies despite the existence of laws

or contracts prohibiting it

policing unauthorized use of our intellectual property may be difficult expensive and

time-consuming and we may be unable to determine the extent of any unauthorized use and

the laws of other countries in which we market our products such as some countries in the Asia

Pacific region may offer little or no protection for our proprietary technologies

Reverse engineering unauthorized copying or other misappropriation of our proprietary

technologies could enable third parties to benefit from our technologies without paying us for doing so

Any inability to adequately protect our proprietary rights could harm our ability to compete generate

revenues and grow our business

We may not obtain sufficient patent protection on the technology embodied in our products which could

harm our competitive position and increase our expenses

Our success and ability to compete in the future may depend to significant degree upon

obtaining sufficient patent protection for our proprietary technology Patents that we currently own do

not cover all of the products that we presently sell Our patent applications may not result in issued

patents and even if they result in issued patents the patents may not have claims of the scope we seek

Even in the event that these patents are not issued the applications may become publicly available and

proprietary information disclosed in the applications will become available to others In addition any

issued patents may be challenged invalidated or declared unenforceable The term of any issued patent

in the United States and Israel would be 20 years from its filing date and if our applications are

pending for long time period we may have correspondingly shorter term for any patent that may be

issued Our present
and future patents may provide only limited protection for our technology and may
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not be sufficient to provide competitive advantages to us For example competitors could be successful

in challenging any issued patents or alternatively could develop similar or more advantageous

technologies on their own or design around our patents Also patent protection in certain foreign

countries may not be available or may be limited in scope and any patents obtained may not be as

readily enforceable as in the United States and Israel making it difficult for us to effectively protect

our intellectual property from misuse or infringement by other companies in these countries Our

inability to obtain and enforce our intellectual property rights in some countries may harm our

business In addition given the costs of obtaining patent protection we may choose not to protect

certain innovations that later on turn out to be important

Intellectual property litigation which is common in our industry could be costly harm our reputation

limit our ability to sell our products and divert the attention of management and technical personnel

The semiconductor industry is characterized by frequent litigation regarding patent and other

intellectual property rights We have indemnification obligations to most of our customers with respect

to infringement of third-party patents and intellectual property rights by our products If litigation were

to be filed against these customers in connection with our technology we may be required to defend

and indemnify such customers

Questions of infringement in the markets we serve involve highly technical and subjective analyses

Although we have not been involved in intellectual property litigation to date litigation may be

necessary
in the future to enforce any patents we may receive and other intellectual property rights to

protect our trade secrets to determine the validity and scope of the proprietary rights of others or to

defend against claims of infringement or invalidity and we may not prevail in any such future litigation

Litigation whether or not determined in our favor or settled could be costly could harm our

reputation and could divert the efforts and attention of our management and technical personnel from

normal business operations In addition adverse determinations in litigation could result in the loss of

our proprietary rights subject us to significant liabilities and require us to seek licenses from third

parties or prevent us from licensing our technology or selling our products any of which could seriously

harm our business

In the normal course of business we enter into agreements and terms and conditions that require

us to indemnify the other party against third-party claims alleging that one of our products infringes or

misappropriates intellectual property rights as well as against certain claims relating to property

damage personal injury or acts or omissions relating to supplied products or technologies or acts or

omissions made by us or our employees agents or representatives In addition we are obligated

pursuant to indemnification undertakings with our officers and directors to indemnify them to the

fullest extent permitted by law and to indemnify venture capital funds that were affiliated with or

represented by such officers or directors If we receive demands for indemnification under these

agreements and terms and conditions they will likely be very expensive to settle or defend and we may
incur substantial legal fees in connection with any indemnity demands Our indemnification obligations

under these agreements and terms and conditions may be unlimited in duration and amount and could

have an adverse effect on our business financial condition and results of operations

We depend on key and highly skilled personnel to operate our business and if we are unable to retain

our current personnel and hire additional personnel our ability to develop and successfully market our

products could be harmed

Our business is particularly dependent on the interdisciplinary expertise of our personnel and we

believe our future success will depend in large part upon our ability to attract and retain highly skilled

managerial engineering finance and sales and marketing personnel The loss of any key employees or

the inability to attract or retain qualified personnel could delay the development and introduction of

and harm our ability to sell our products and harm the markets perception of us Competition for
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qualified engineers in the markets in which we operate primarily in Israel where our engineering

operations are based is intense and accordingly we may not be able to retain or hire all of the

engineers required to meet our ongoing and future business needs If we are unable to attract and

retain the highly skilled professionals we need we may have to forego projects for lack of resources or

be unable to staff projects optimally We believe that our future success is highly dependent on the

contributions of our president and chief executive officer and other senior executives We do not have

long-term employment contracts with our president and chief executive officer or any other key

personnel and their knowledge of our business and industry would be extremely difficult to replace

In an effort to retain key employees we may modify our compensation policies by for example

increasing cash compensation to certain employees and/or modifying existing share options These

modifications of our compensation policies and the requirement to expense the fair value of share

options and restricted share units awarded to employees and officers may increase our operating

expenses We cannot be certain that these and any other changes in our compensation policies will or

would improve our ability to attract retain and motivate employees Our inability to attract and retain

additional key employees and the increase in share-based compensation expense could each have an

adverse effect on our business financial condition and results of operations

We may not be able to manage our future growth effectively and we may need to incur significant

expenditures to address the additional operational and control requirements of our growth

We are experiencing period of company growth and expansion This expansion has placed and

any future expansion will continue to place significant strain on our management personnel systems

and financial resources We plan to hire additional employees to support an increase in research and

development as well as increases in our sales and marketing and general and administrative efforts To

successfully manage our growth we believe we must effectively

continue to enhance our customer relationship and supply chain management and supporting

systems

implement additional and enhance existing administrative financial and operations systems

procedures and controls

expand and upgrade our technological capabilities

manage multiple relationships with our customers distributors suppliers end users and other

third parties

manage the mix of our U.S Israeli and other foreign operations and

hire train integrate and manage additional qualified engineers for research and development

activities sales and marketing personnel and financial and IT personnel

Our efforts may require substantial managerial and financial resources and may increase our

operating costs even though these efforts may not be successful If we are unable to manage our

growth effectively we may not be able to take advantage of market opportunities develop new

products satisfy customer requirements execute our business plan or respond to competitive pressures

We may experience defects in our products unforeseen delays higher than expected expenses or lower

than expected manufacturing yields of our products which could result in increased customer warranty

claims delay our product shipments and prevent us from recognizing the benefits of new technologies we

develop

Although we test our products they are complex and may contain defects and errors In the past

we have encountered defects and errors in our products Delivery of products with defects or reliability

quality or compatibility problems may damage our reputation and our ability to retain existing
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customers and attract new customers In addition product defects and errors could result in additional

development costs diversion of technical resources delayed product shipments increased product

returns including wide-scale product recalls warranty expenses and product liability claims against us

which may not be fully covered by insurance Any of these could harm our business

In addition our production of existing and development of new products can involve multiple

iterations and unforeseen manufacturing difficulties resulting in reduced manufacturing yields delays

and increased expenses The evolving nature of our products requires us to modify our manufacturing

specifications which may result in delays in manufacturing output and product deliveries We rely on

third parties to manufacture our products and currently rely on one manufacturer for our ICs and two

manufacturers for our cards two primary manufacturers for our switch systems and several

manufacturers of our cables Our ability to offer new products depends on our manufacturers ability to

implement our revised product specifications which is costly time-consuming and complex

If we fail to maintain an effective system of internal controls we may not be able to report accurately our

financial results or prevent fraud As result current and potential shareholders could lose confidence in our

financial reporting which could harm our business and the trading price of our ordinary shares

Effective internal controls are necessary for us to provide reliable financial reports and effectively

prevent fraud We have in the past discovered and may in the future discover areas of our internal

controls that need improvement Section 404 of the Sarbanes-Oxley Act of 2002 requires our

management to report on and our independent registered public accounting firm to attest to the

effectiveness of our internal control structure and procedures for financial reporting We have an

ongoing program to perform the system and process evaluation and testing necessary to comply with

these requirements We have incurred and expect to continue to incur significant expenses and to

devote significant management resources to Section 404 compliance In the event that our chief

executive officer chief financial officer or independent registered public accounting firm determine that

our internal controls over financial reporting are not effective as defined under Section 404 investor

perceptions of our company may be adversely affected and may cause decline in the market price of

our ordinary shares In addition future non-compliance with Section 404 could subject us to variety

of administrative sanctions including the suspension or delisting of our ordinary shares from The

NASDAQ Global Select Market which could reduce our share price

Unanticipated changes in our tax provisions or adverse outcomes resulting from examination of our

income tax returns could adversely affect our results of operations

We are subject to income taxes in Israel the United States and various foreign jurisdictions Our

effective income tax could be adversely affected by changes in tax laws or interpretations of those tax

laws by changes in the mix of earnings in countries with differing statutory tax rates by discovery of

new information in the course of our tax return preparation process or by changes in the valuation of

our deferred tax assets and liabilities In accordance with recent amendments to the Israeli tax laws the

planned reduction of the Israeli corporate income tax rate was cancelled and the corporate income tax

rate was increased to 25% in 2012 In addition the tax rate due on dividends interest and capital gains

applicable to individuals will be increased as well Our effective income tax rates are also affected by

intercompany transactions for sales services funding and other items Given the increased global scope

of our operations and the complexity of global tax and transfer pricing rules and regulations it has

become increasingly difficult to estimate earnings within each tax jurisdiction If actual earnings within

tax jurisdiction differ materially from our estimates we may not achieve our expected effective tax

rate Additionally our effective tax rate may be affected by the tax effects of acquisitions restructuring

activities newly enacted tax legislation share-based compensation and uncertain tax positions Finally

we are subject to the examination of our income tax returns by the Internal levenue Service and other

tax authorities which may result in the assessment of additional income taxes We regularly assess the
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likelihood of adverse outcomes resulting from these examinations to determine the adequacy of our

provision for income taxes However unanticipated outcomes from these examinations could have

material adverse effect on our financial condition or results of operations

Changes to financial accounting standards may affect our results of operations and cause us to change

our business practices

We prepare our financial statements to conform to generally accepted accounting principles or

GAAP in the United States These accounting principles are subject to interpretation by the Financial

Accounting Standards Board or FASB the American Institute of Certified Public Accountants or

AICPA the SEC and various bodies formed to interpret and create appropriate accounting policies

change in those policies can have significant effect on our reported results and may affect our

reporting of transactions completed before change is announced Changes to those rules or the

questioning of current practices may adversely affect our reported financial results or the way we

conduct our business

Also the SEC has released proposed roadmap regarding the potential use by U.S issuers of

financial statements prepared in accordance with International Financial Reporting Standards or IFRS

Under the proposed roadmap we may be required to prepare financial statements in accordance with

IFRS Adoption of IFRS may have material impact on our results of operations

We may be subject to disruptions or failures in information technology systems and network

infrastructures that could have material adverse effect on us

We rely on the efficient and uninterrupted operation of complex information technology systems

and network infrastructures to operate our business We also hold large amounts of data in various

data center facilities upon which our business depends disruption infiltration or failure of our

information technology systems or any of our data centers as result of software or hardware

malfunctions system implementations or upgrades computer viruses third-party security breaches

employee error theft or misuse malfeasance power disruptions natural disasters or accidents could

cause breaches of data security loss of intellectual property and critical data and the release and

misappropriation of sensitive competitive information and partner customer and employee personal

data Any of these events could harm our competitive position result in loss of customer confidence

cause us to incur significant costs to remedy any damages and ultimately materially adversely affect our

business and financial condition

While we have implemented number of protective measures including firewalls antivirus

patches log monitors routine back-ups system audits routine password modifications and disaster

recovery procedures such measures may not be adequate or implemented properly to prevent or fully

address the adverse effect of such events

In addition our third-party subcontractors including our foundries test and assembly houses and

distributors have access to certain portions of our sensitive data In the event that these subcontractors

do not properly safeguard our data that they hold security breaches and loss of our data could result

Any such loss of data by our third-party service providers could have material adverse effect on our

business and financial condition

Our business is subject to the risks of earthquakes fires floods and other natural catastrophic events

Our U.S corporate offices are located in the San Francisco Bay Area region known for seismic

activity significant natural disaster such as an earthquake fire or flood could have material

adverse impact on our business operating results and financial condition In addition acts of terrorism

could cause disruptions in our or our customers businesses or the economy as whole To the extent

that such disruptions result in delays or cancellations of customer orders or the deployment of our

products our business operating results and financial condition would be adversely affected
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We may be subject to risks associated with laws regulations and customer initiatives relating to the

environment conflict minerals or other social responsibility issues

The Dodd-Frank Wall Street Reform and Consumer Protection Act included disclosure

requirements regarding the use of conflict minerals mined from the Democratic Republic of Congo

and adjoining countries DRC and procedures regarding manufacturers efforts to prevent the

sourcing of such conflict minerals The implementation of these requirements could affect the

sourcing and availability of minerals used in the manufacture of semiconductor devices As result this

could limit the pool of suppliers who can provide us DRC conflict free components and parts and

we may not be able to obtain DRC conflict free products or supplies in sufficient quantities for our

operations Also because our supply chain is complex we may face reputational challenges with our

customers shareholders and other stakeholders if we are unable to sufficiently verify the origins for the

minerals used in our products

Risks Related to Operations in Israel and Other Foreign Countries

Regional instability in Israel may adversely affect business conditions and may disrupt our operations

and negatively affect our revenues and profitability

We have engineering facilities corporate and sales support operations located in Israel

significant number of our employees and material amount of assets are located in Israel Accordingly

political economic and military conditions in Israel may directly affect our business Since the

establishment of the State of Israel in 1948 number of armed conflicts have taken place between

Israel and its Arab neighbors as well as incidents of civil unrest These conflicts negatively affected

business conditions in Israel In addition Israel and companies doing business with Israel have in the

past been the subject of an economic boycott In addition there has been recent civil unrest in certain

areas in the Middle East including Egypt Syria and Libya Although Israel has entered into various

agreements with Egypt Jordan and the Palestinian Authority Israel has been and is subject to civil

unrest and terrorist activity with varying levels of severity since September 2000 Any future armed

conflicts or political instability in the region may negatively affect business conditions and adversely

affect our results of operations Parties with whom we do business have sometimes declined to travel to

Israel during periods of heightened unrest or tension forcing us to make alternative arrangements

when necessary In addition the political
and security situation in Israel may result in parties with

whom we have agreements involving performance in Israel claiming that they are not obligated to

perform their commitments under those agreements pursuant to force majeure provisions in the

agreements

We can give no assurance that security and political conditions will have no impact on our business

in the future Hostilities involving Israel or the interruption or curtailment of trade between Israel and

its present trading partners could adversely affect our operations and could make it more difficult for

us to raise capital Our Israeli operations which are located in northern Israel are within range of

Hezbollah missiles and we or our immediate surroundings may sustain damages in missile attack

which could adversely affect our operations

In addition our business insurance does not cover losses that may occur as result of events

associated with the security situation in the Middle East Although the Israeli government currently

covers the reinstatement value of direct damages that are caused by terrorist attacks or acts of war we

cannot assure you that this government coverage will be maintained Any losses or damages incurred by

us could have material adverse effect on our business

Our operations may be negatively affected by the obligations of our personnel to perform military service

Generally all non-exempt male adult citizens and permanent residents of Israel under the age of

45 or older for citizens with certain occupations including some of our employees are obligated to
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perform military reserve duty annually and are subject to being called to active duty at any time under

emergency circumstances In the event of severe unrest or other conflict individuals could be required

to serve in the military for extended periods of time In response to increases in terrorist activity there

have been periods of significant call-ups of military reservists and some of our employees including

those in key positions have been called upon in connection with armed conflicts It is possible that

there will be additional call-ups in the future Our operations could be disrupted by the absence for

significant period of one or more of our officers directors or key employees due to military service

Any such disruption could adversely affect our operations

Our operations may be affected by labor unrest in IsraeL

In the past there have been several general strikes and work stoppages in Israel affecting all

banks airports and ports These strikes had an adverse effect on the Israeli economy and on business

including our ability to deliver products to our customers and to receive raw materials from our

suppliers in timely manner From time to time the Israeli trade unions threaten strikes or work

stoppages which if carried out may have material adverse effect on the Israeli economy and our

business

We are susceptible to additional risks from our international operations

We derived 55% 47% and 51% of our revenues in the years ended December 31 2010 2011 and

2012 respectively from sales outside North America As result we face additional risks from doing

business internationally including

reduced protection of intellectual property rights in some countries

difficulties in staffing and managing foreign operations

longer sales and payment cycles

greater difficulties in collecting accounts receivable

adverse economic conditions

seasonal reductions in business activity

potentially adverse tax consequences

laws and business practices favoring local competition

costs and difficulties of customizing products for foreign countries

compliance with wide variety of complex foreign laws and treaties

compliance with the United States Foreign Corrupt Practices Act and similar anti-bribery laws

in other jurisdictions

compliance with export control and regulations

licenses tariffs other trade barriers transit restrictions and other regulatory or contractual

limitations on our ability to sell or develop our products in certain foreign markets

foreign currency exchange risks

fluctuations in freight rates and transportation disruptions

political and economic instability

variance and unexpected changes in local laws and regulations

natural disasters and public health emergencies and
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trade and travel restrictions

Our principal research and development facilities are located in Israel and our directors executive

officers and other key employees are located primarily in Israel and the United States In addition we

engage sales representatives in various countries throughout the world to market and sell our products

in those countries and surrounding regions If we encounter any of the above risks in our international

operations we could experience slower than expected revenue growth and our business could be

harmed

It may be difficult to enforce U.S judgment against us our officers and directors or to assert U.S

securities law claims in Israel

We are incorporated in Israel Three of our executive officers and two of our directors one who is

also an executive officer are non-residents of the United States and are located in Israel and

significant amount of our assets and the assets of these persons are located outside the United States

Two of our executive officers and five of our directors are located in the United States Therefore it

may be difficult to enforce judgment obtained in the United States against us or any of the above

persons in Israel

In addition it may be difficult for shareholder to enforce civil liabilities under U.S securities law

claims in original actions instituted in Israel Israeli courts may refuse to hear claim based on

violation of U.S securities laws because Israel is not the most appropriate forum to bring such claim

Furthermore an Israeli court recently held that U.S law is applicable to claim for misrepresentation

in periodic reports
made against public company whose shares are traded both in the United States

and on the Tel Aviv Stock Exchange If U.S law is found to be applicable the content of applicable

U.S law must be proved in an Israeli court as fact which can be time-consuming and costly

process Certain matters of procedure will also be governed by Israeli law There is little binding case

law in Israel addressing the matters described above For shareholders who purchase our securities on

the Tel-Aviv Stock Exchange it may also be difficult to bring an action against us in U.S court

Provisions of Israeli law may delay prevent or make difficult an acquisition of our company which could

prevent change of control and therefore depress the price of our shares

The Israeli Companies Law generally requires that merger be approved by the board of directors

and by the general meeting of the shareholders Upon the request of any creditor of merging

company court may delay or prevent the merger if it concludes that there is reasonable concern

that as result of the merger the surviving company will be unable to satisfy its obligations In

addition merger may generally not be completed unless at least 50 days have passed since the

filing of the merger proposal with the Israeli Registrar of Companies and ii 30 days have passed since

the merger was approved by the shareholders of each of the merging companies

Also in certain circumstances an acquisition of shares in public company must be made by

means of tender offer if as result of the acquisition the purchaser would hold 25% or more of the

voting rights in the company unless there is already 25% or greater shareholder of the company or

more than 45% of the voting rights in the company unless there is already shareholder that holds

more than 45% of the voting rights in the company If as result of an acquisition the acquirer

would hold more than 90% of companys shares or voting rights the acquisition must be made by

means of tender offer for all of the shares

In addition the Israeli Companies Law allows us to create and issue shares having rights different

from those attached to our ordinary shares including rights that may delay or prevent takeover or

otherwise prevent our shareholders from realizing potential premium over the market value of their

ordinary shares The authorization of new class of shares would require an amendment to our articles

of association which requires the prior approval of the holders of majority of our shares at general
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meeting and according to the Israeli Securities Law subject to limited exceptions the issuance thereof

is possible only if we are no longer traded on the Tel-Aviv Stock Exchange

These provisions could delay prevent or impede an acquisition of us even if such an acquisition

would be considered beneficial by some of our shareholders

Exchange rate fluctuations between the U.S dollar and the NIS may negatively affect our earnings

Although all of our revenues and majority of our expenses are denominated in U.S dollars

significant portion of our research and development expenses and our Israeli facility expenses are

incurred in new Israeli shekels or NIS As result we are exposed to risk to the extent that the

inflation rate in Israel exceeds the rate of devaluation of the NIS in relation to the U.S dollar or if

the timing of these devaluations lags behind inflation in Israel In that event the U.S dollar cost of our

research and development operations in Israel will increase and our U.S dollar-measured results of

operations will be adversely affected To the extent that the value of the NIS increases against the U.S

dollar our expenses on U.S dollar cost basis increase We cannot predict any future trends in the

rate of inflation in Israel or the rate of appreciation of the NIS against the U.S dollar The Israeli rate

of inflation amounted to 2.7% 2.2% and 1.6% for the years ended December 31 2010 2011 and 2012

respectively The increase in value of the NIS against the U.S dollar amounted 6.0% in the year ended

December 31 2010 The increase in value of the U.S dollar against the NIS amounted to 7.7% in the

year ended December 31 2011 The increase in value of the NIS against the U.S dollar amounted to

2.3% in the year ended December 31 2012 If the U.S dollar cost of our research and development

operations and facility expenses in Israel increases our dollar-measured results of operations will be

adversely affected Our operations also could be adversely affected if we are unable to guard against

currency fluctuations in the future Further because all of our international revenues are denominated

in U.S dollars strengthening of the dollar versus other currencies could make our products less

competitive in foreign markets and the collection of our receivables more difficult To help manage this

risk we have been engaged in foreign currency hedging activities These measures however may not

adequately protect us from material adverse effects due to the impact of inflation in Israel and changes

in value of NIS against the U.S dollar

The government tax benefits that we currently receive require us to meet several conditions and may be

terninated or reduced in the future which would increase our costs

Some of our operations in Israel have been granted Approved Enterprise and Beneficiary

Enterprise status by the Investment Center in the Israeli Ministry of Industry Trade and Labor and

the Israeli Income Tax Authority which makes us eligible for tax benefits under the Israeli Law for

Encouragement of Capital Investments 1959 The availability of these tax benefits is subject to certain

requirements including among other things making specified investments in fixed assets and

equipment financing percentage of those investments with our capital contributions complying with

our marketing program which was submitted to the Investment Center filing of certain reports with the

Investment Center limiting manufacturing outside of Israel and complying with Israeli intellectual

property laws If we do not meet these requirements in the future these tax benefits may be cancelled

and we could be required to refund any tax benefits that we have already received plus interest and

penalties thereon The tax benefits that our current Approved Enterprise and Beneficiary

Enterprise program receives may not be continued in the future at their current levels or at all If

these tax benefits were reduced or eliminated the amount of taxes that we pay would likely increase

which could adversely affect our results of operations Additionally if we increase our activities outside

of Israel for example by acquisitions our increased activities may not be eligible for inclusion in

Israeli tax benefit programs
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The Israeli government grants that we received require us to meet several conditions and restrict our

ability to manufacture and engineer products and transfer know-how outside of Israel and require us to satisfy

specified conditions

We have received grants from the government of Israel through the Office of the Chief Scientist of

Israels Ministry of Industry Trade and Labor or the OCS for the financing of portion of our

research and development expenditures in Israel When know-how is developed using OCS grants the

Encouragement of Industrial Research and Development Law 5744-1984 or the RD Law as well as

the terms of these grants restrict the transfer of the know-how outside of Israel Transfer of know-how

outside of Israel requires pre-approval by the OCS which may at its sole discretion grant such approval

and impose certain conditions and is subject to the payment of transfer fee calculated according to

the formula provided in the RD Law which takes into account the consideration for such know-how

paid to us in the transaction in which the technology is transferred In addition any decrease of the

percentage of manufacturing performed in Israel as originally declared in the application to the OCS

requires us to notify or to obtain the approval of the OCS and may result in increased amounts to be

paid to the OCS or tax authorities These restrictions may impair our ability to enter into agreements

for those products or technologies without the approval of the OCS or tax authorities We cannot be

certain that any approval of the OCS or tax authorities will be obtained on terms that are acceptable to

us or at all Furthermore in the event that we undertake transaction involving the transfer to

non-Israeli entity of technology developed with OCS funding pursuant to merger or similar

transaction the consideration available to our shareholders may be reduced by the amounts we are

required to pay to the OCS Any approval if given will generally be subject to additional financial

obligations If we fail to comply with the conditions imposed by the OCS or tax authorities we may be

required to refund any payments previously received together with interest and penalties as well as tax

benefits

Your rights and responsibilities as shareholder will be governed by Israeli law and differ in some

respects from the rights and responsibilities of shareholders under U.S law

We are incorporated under Israeli law The rights and responsibilities of holders of our ordinary

shares are governed by our amended and restated articles of association and by Israeli law These rights

and responsibilities differ in some respects from the rights and responsibilities of shareholders in typical

U.S corporations In particular shareholder of an Israeli company has duty to act in good ftiith

toward the company and other shareholders and to refrain from abusing his her or its power in the

company including among other things in voting at the general meeting of shareholders on certain

matters

Risks Related to Our Ordinary Shares

The price of our ordinary shares may continue to be volatile and the value of an investment in our

ordinary shares may decline

We sold ordinary shares in our initial public offering in February 2007 at price of $17.00 per

share and our shares have subsequently traded as low as $6.02 per share During 2012 our shares

traded as low as $30.00 per share and as high as $120.05 per share Factors that could cause volatility in

the market price of our ordinary shares include but are not limited to

quarterly variations in our results of operations or those of our competitors

announcements by us our customers or rumors from sources other than our company related to

acquisitions new products significant contracts commercial relationships or capital

commitments

our ability to develop and market new and enhanced products on timely basis
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disruption to our operations

geopolitical instability

the emergence of new sales channels in which we are unable to compete effectively

any major change in our board of directors or management

changes in financial estimates including our ability to meet our future revenue and operating

profit or loss projections

changes in governmental regulations or in the status of our regulatory approvals

whether our operating results meet our guidance or the expectations of investors or security

analysts

general economic conditions and slow or negative growth of related markets

commencement of or our involvement in litigation

changes in earnings estimates or recommendations by securities analysts

continuing international conflicts and acts of terrorism and

changes in accounting rules

In addition the stock markets in general and the markets for semiconductor stocks in particular

have experienced extreme volatility that often has been unrelated to the operating performance of the

issuer These broad market fluctuations may adversely affect the trading price or liquidity of our

ordinary shares When the market price of stock has been volatile and declined holders of that stock

have sometimes instituted securities class action litigation against the issuer Lawsuits brought against

us by shareholders such as the shareholder class action suits filed in February 2013 against us and

certain of our current and former executive officers could cause us to incur substantial costs defending

the lawsuits and divert the attention of our management from the operation of our business

We may need to raise additional capital which might not be available or which if available may be on

terms that are not favorable to us

We may need to raise additional funds and we cannot be certain that we will be able to obtain

additional financing on favorable terms if at all If we issue equity securities to raise additional funds

the ownership percentage of our shareholders would be diluted and the new equity securities may have

rights preferences or privileges senior to those of existing holders of our ordinary shares If we borrow

money we may incur significant interest charges which could harm our profitability Holders of debt

would also have rights preferences or privileges senior to those of existing holders of our ordinary

shares If we cannot raise needed funds on acceptable terms we may not be able to develop or

enhance our products take advantage of future opportunities or respond to competitive pressures or

unanticipated requirements which could harm our business operating results and financial condition

If we sell our ordinary shares in future financings ordinary shareholders could experience immediate

dilution and as result the market price of our ordinary shares may decline

We may from time to time issue additional ordinary shares at discount from the current trading

price of our ordinary shares As result our ordinary shareholders would experience immediate

dilution upon the purchase of any ordinary shares sold at such discount In addition as opportunities

present themselves we may enter into equity financings or similar arrangements in the future including

the issuance of debt securities preferred shares or ordinary shares If we issue ordinary shares or

securities convertible into ordinary shares holders of our ordinary shares could experience dilution
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The ownership of our ordinary shares may continue to be concentrated and your interests may conflict

with the interests of our significant shareholders

As of December 31 2012 based on information filed with the SEC or reported to us Oracle

Corporation and certain entities affiliated with Fidelity Management Research Company beneficially

owned an aggregate of approximately 22% of our outstanding ordinary shares and taken together with

our executive officers and directors and their affiliates beneficially owned an aggregate of

approximately 28% of our outstanding ordinary shares Accordingly these shareholders should they act

as group would have significant influence over the outcome of corporate actions requiring

shareholder approval including the election of directors any merger consolidation or sale of all or

substantially all of our assets or any other significant corporate
transaction These shareholders could

delay or prevent change of control of our company even if such change of control would benefit

our other shareholders The significant concentration of share ownership may adversely affect the

trading price of our ordinary shares due to investors perception that conflicts of interest may exist or

arise

Our ordinary shares are traded on more than one market and this may result in price variations and

volatility

Our ordinary shares are traded on The NASDAQ Global Select Market and the Tel Aviv Stock

Exchange Trading in our ordinary shares on these markets is made in different currencies U.S dollars

on The NASDAQ Global Select Market and NIS on the Tel Aviv Stock Exchange and at different

times due to different time zones trading days and public holidays in the United States and Israel

Consequently the trading prices of our ordinary shares on these two markets often differ In addition

due to the smaller size of the local capital market in Israel we may receive more media coverage in

Israel and Israeli investors may react to this coverage more quickly than investors elsewhere Any

decrease in the trading price of our ordinary shares on one of these markets could cause decrease in

the trading prices of our ordinary shares on the other market

If securities or industry analysts do not publish research or reports about our business if they adversely

change their recommendations regarding our ordinary shares or if our operating results do not meet their

expectations the market price of our ordinary shares could decline

The trading market for our ordinary shares could be influenced by the research and reports that

industry or securities analysts publish about us or our business If one or more of these analysts cease

coverage of our company or fail to publish reports on us regularly we could lose visibility in the

financial markets which in turn could cause the price of our ordinary shares or trading volume in our

ordinary shares to decline Moreover if one or more of the analysts who cover our company

downgrades our ordinary shares or if our operating results do not meet their expectations the market

price of our ordinary shares could decline

Provisions of our articles of association could delay or prevent an acquisition of our company even if the

acquisition would be beneficial to our shareholders and could make it more difficult for shareholders to

change management

Provisions of our amended and restated articles of association may discourage delay or prevent

merger acquisition or other change in control that shareholders may consider favorable including

transactions in which shareholders might otherwise receive premium for their shares In addition

these provisions may frustrate or prevent any attempt by our shareholders to replace or remove our

current management by making it more difficult to replace or remove our board of directors These

provisions include

no cumulative voting
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approval of merger requires majority of our outstanding shares

vote of at least 75% of the voting power at the general meeting required to remove any

directors not including external directors from office and elect directors instead of directors so

removed and

an advance notice requirement for shareholder proposals and nominations

Furthermore Israeli tax law treats some acquisitions particularly share-for-share swaps between an

Israeli company and foreign company less favorably than U.S tax law Israeli tax law generally

provides that shareholder who exchanges our shares for shares in foreign corporation is treated as

if the shareholder has sold the shares In such case the shareholder will generally be subject to

Israeli taxation on any capital gains from the sale of shares after two years with
respect to one half of

the shares and after four years with
respect to the balance of the shares in each case unless the

shareholder sells such shares at an earlier date unless relevant tax treaty between Israel and the

country of the shareholders residence exempts the shareholder from Israeli tax Please see Risk
FactorsProvisions of Israeli law may delay prevent or make difficult an acquisition of our company
which could prevent change of control and therefore depress the price of our shares for further

discussion of Israeli laws relating to mergers and acquisitions These provisions in our amended and

restated articles of association and other provisions of Israeli law could limit the price that investors are

willing to pay in the future for our ordinary shares

We have never paid cash dividends on our share capital and we do not anticipate paying any cash

dividends in the foreseeable future

We have never declared or paid cash dividends on our share capital nor do we anticipate paying

any cash dividends on our share capital in the foreseeable future We currently intend to retain all

available funds and any future earnings to fund the development and growth of our business As

result capital appreciation if any of our ordinary shares will be your sole source of gain for the

foreseeable future

We may incur increased costs as result of changes in laws and regulations relating to corporate

governance matters

Changes in the laws and regulations affecting public companies including Israeli laws rules

adopted by the SEC and by The NASDAQ Stock Market may result in increased costs to us as we

respond to their requirements These laws and regulations could make it more difficult or more costly

for us to obtain certain types of insurance including director and officer liability insurance and we may
be forced to accept reduced policy limits and coverage or incur

substantially higher costs to obtain the

same or similar coverage The impact of these requirements could also make it more difficult for us to

attract and retain qualified persons to serve on our board of directors our board committees or as

executive officers We cannot predict or estimate the amount or timing of additional costs we may incur

to respond to these requirements

ITEM lBUNRESOLVED STAFF COMMENTS

None

ITEM 2PROPERTIES

As of December 31 2012 our major facilities consisted of

Israel United States Other Total

Leased facilities in thousands of square feet 611 42 656

37



Our United States business headquarters are located in Sunnyvale California and our engineering

headquarters are located in Yokneam Israel We believe that our existing facilities in the United States

and Israel will be adequate to meet our current requirements and that suitable additional or substitute

space will be available on acceptable terms to accommodate our foreseeable needs

ITEM 3LEGAL PROCEEDINGS

See Note Commitments and ContingenciesLegal proceedings of the Notes to the

Consolidated Financial Statements included in Part IV Item 15 of this report for full description
of

legal proceedings and related contingencies and their effects on our condensed consolidated financial

position results of operations and cash flows

We may from time to time become party to various other legal proceedings arising in the

ordinary course of business We may also be indirectly affected by administrative or court proceedings

or actions in which we are not involved but which have general applicability to the semiconductor

industry

ITEM 4MINE SAFETY DISCLOSURES

Not applicable
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PART II

ITEM 5MARKET FOR REGISTRANTS ORDINARY SHARES RELATED SHAREHOLDER MATTERS

AND ISSUER PURCHASES OF EQUITY SECURITIES

Market Information

Our ordinaiy shares began trading on The NASDAQ Global Market on February 2007 under

the symbol MLNX Prior to that date our ordinary shares were not traded on any public exchange
Our ordinary shares began trading on the Tel-Aviv Stock Exchange as of July 2007 under the symbolMLNX

The following table summarizes the high and low sales prices for our ordinary shares as reported

by The NASDAQ Global Select Market

2012
High Low

First quarter 42.31 $30.00

Second quarter 74.27 $39.71

Third quarter $120.05 $61.52

Fourth quarter $111.38 $56.48

20H
High Low

First quarter $28.98 $23.67

Second quarter $32.84 $24.51

Third quarter $36.79 $25.81

Fourth quarter $37.43 $29.76

As of February 19 2013 we had approximately 234 holders of record of our ordinary shares This

number does not include the number of persons whose shares are in nominee or in street name
accounts through brokers
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Share Performance Graph

The graph below compares the five-year cumulative total shareholder return on our ordinary

shares with the cumulative total return on The NASDAQ Composite Index and The Philadelphia

Semiconductor Index The period shown commences on December 31 2007 and ends on December 31

2012 the end date of our last fiscal year The graph assumes an investment of $100 on December 31

2007 and the reinvestment of any dividends No cash dividends have been declared or paid on our

ordinary shares during such period Shareholder returns over the indicated periods should not be

considered indicative of future share prices or shareholder returns
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12/31/2007 12/31/2008 12/31/2009 12/31/2010 12/31/2011 12/31/2012

100.00 43.14 103.68 143.63 178.32 325.91

100.00 59.46 85.55 100.02 98.22 113.85

100.00 52.00 88.20 100.93 89.31 94.12

$100 invested on December 31 2007 in shares or index-including reinvestment of dividends

Dividends

We have not declared or paid any cash dividends on our ordinary shares in the past and we do

not anticipate declaring or paying cash dividends in the foreseeable future The Israeli Companies Law

1999 or the Companies Law also restricts our ability to declare dividends We can only distribute

dividends from profits the Profit Test as defined in the Companies Law and only if there is no

reasonable concern that the dividend distribution will prevent us from meeting our existing and

foreseeable obligations as they come due the Insolvency Test provided that with court approval

we may distribute dividends if we do not meet the Profit Test so long as we meet the Insolvency Test

Securities Authorized for Issuance under Equity Compensation Plans

Our equity compensation plan information required by this item is incorporated by reference to

the information in Part III Item 12 of this report For additional information on our share incentive

plans and activity see Note Employee Benefit Plans included in Part IV Item 15 of this report

Recent Sales of Unregistered Securities

None

50.00

12/31/07 12/31/08 12/31/09 12/31/10 12/31/11 12/31/12
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ITEM 6SELECTED FINANCIAL DATA

The following selected consolidated financial data should be read in conjunction with

Managements Discussion and Analysis of Financial Condition and Results of Operations and our

consolidated financial statements and related notes included elsewhere in this report We derived the

consolidated balance sheet data for the years ended December 31 2008 2009 and 2010 and our

consolidated statements of operations data for the years ended December 31 2008 and 2009 from our

audited consolidated financial statements not included in this report We derived the consolidated

statements of operations data for each of the three
years

in the period ended December 31 2012 as

well the consolidated balance sheet data as of December 31 2011 and 2012 from our audited

consolidated financial statements included elsewhere in this report Our historical results are not

necessarily indicative of results to be expected in any future period

Year Ended December 31

2012 20111 2010 2009 2008

In thousands except per share data

Consolidated Statement of Operations Data

Total revenues $500799 $259251 $154640 $116044 $107701

Cost of revenues 157936 92015 40550 28669 23406

Gross profits 342863 167236 114090 87375 84295

Operating expenses

Research and development 138946 92508 56804 42241 39519
Sales and marketing 61068 40366 22104 17034 15058
General and administrative 24541 21769 11744 9353 8370

Total operating expenses 224555 154643 90652 68628 62947
Income from operations 118308 12593 23438 18747 21348

Other income loss net 1259 759 135 518 3823

Income before taxes on income 119567 13352 23303 19265 25171
Provision for taxes on income 8187 3375 9763 6379 2800

Net income $111380 9977 $13540 $12886 22371

Net income per sharebasic 2.70 0.28 0.40 0.40 0.71

Net income per sharediluted 2.54 0.26 0.38 0.39 0.68

Shares used to compute net income per share 41308 36263 33591 32099 31436
Shares used to compute diluted net income per

share 43901 38562 35483 33400 32843

41



December 31

2012 20111 2010 2009 2008

In thousands

Consolidated Balance Sheet Data

Cash and cash equivalents $117054 $181258 $107994 43640 $110153

Short-term investments 302593 52373 141959 166357 70855

Working capital
431745 251533 265625 231226 198932

Long-term assets 230720 211404 292274 20053 22754

Total assets $771046 $530030 $315755 $275386 $244771

Short-term liabilities 108581 67093 23778 24107 23085

Long-term liabilities 34657 20590 10287 8396 7606

Total liabilities $143238 87683 34065 32503 30691

Total shareholders equity $627808 $442347 $281690 $242883 $214080

On February 2011 we acquired Voltaire Ltd an Israeli-based public company Voltaires results

of operations and estimated fair value of assets acquired and liabilities assumed were included in

the Companys consolidated financial statements beginning February 2011

ITEM 7MANAGEMENTS DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND

RESULTS OF OPERATIONS

You should read the following discussion and analysis of our financial condition and results of

operations in conjunction with the financial statements and the notes thereto included elsewhere in this

report The following discussion contains forward -looking statements that reflect our plans estimates and

beliefs Our actual results could differ materially from those discussed in the forward-looking statements

Factors that could cause or contribute to these differences include those discussed below and elsewhere in

this report particularly in the section entitled Risk Factors

Overview

General

We are fabless semiconductor company that produces and supplies high-performance connectivity

products that facilitate efficient data transmission between servers storage systems and communications

infrastructure equipment and other embedded systems We offer adapter gateway and switch ICs

adapter cards switch systems long-haul systems gateway systems software services and cables as an

integral part
of total end-to-end networking solution focused on computing storage and

communication applications used in multiple markets including high-performance computing or HPC

Web 2.0 storage financial services database and cloud Our adapters and switch ICs provide per port

bandwidth up to lOGb/s 40Gb/s and 56Gb/s Ethernet and 10Gb/s Single Data Rate or SDR 20Gb/s

Double Data Rate or DDR 40Gb/s Quad Data Rate or QDR and 56Gb/s Fourteen Data Rate or

FDR InfiniBand Our switch systems range in port density from 18 36 48 and 64 port top-of-rack

switches to director-class switches ranging in size from 108 to 648 ports Connectivity between the

adapters and switches is supported with our short reach copper cables and long reach active optical

cables and our management software provides visibility monitoring and diagnostics for the system

We are one of the pioneers of InfiniBand an industry-standard architecture that provides

specifications for high-performance interconnects We believe InfiniBand interconnect solutions deliver

industry-leading performance efficiency and scalability of clustered computing and storage systems
that

incorporate our products In addition to supporting InfiniBand our products also support industry

standard Ethernet transmission protocols providing unique product differentiation and connectivity

flexibility Our products serve as building blocks for creating reliable and scalable InfiniBand and

Ethernet solutions with leading performance
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We have experienced growth in our total revenues in each of the last three years Our revenues

increased from $116.0 million for the year ended December 31 2009 to $154.6 million to $259.3 million

to $500.8 million for the years ended December 31 2010 2011 and 2012 respectively In order to

increase our annual revenues we must continue to achieve design wins over other InfiniBand and

Ethernet providers and providers of competing interconnect technologies We consider design win to

occur when an original equipment manufacturer or OEM or contract manufacturer notifies us that it

has selected our products to be incorporated into product or system under development Because the

life cycles for our customers products can last for several years if these products have successful

commercial introductions we expect to continue to generate revenues over an extended period of time

for each successful design win

Revenues We derive revenues from sales of our ICs cards switch systems cables software and

accessories Our sales have historically been made on the basis of purchase orders rather than

long-term agreements To date we have derived substantial portion of our revenues from relatively

small number of customers Sales to our top ten customers represented 74% 70% and 71% of our

total revenues for the years ended December 31 2012 2011 and 2010 respectively Sales to customers

representing 10% or more of revenues accounted for 39% 36% and 27% of our total revenues for the

years ended December 31 2012 2011 and 2010 respectively The loss of one or more of our principal

customers or the reduction or deferral of purchases of our products by one of these customers could

cause our revenues to decline materially if we are unable to increase our revenues from other

customers

Our customers including our most significant customers are not obligated by long-term contracts

to purchase our products and may cancel orders with limited potential penalties If any of our large

customers reduces or cancels its purchases from us for any reason it could have an adverse effect on

our revenues and results of operations

At December 31 2012 and December 31 2011 based on information filed with the SEC or

reported to us Oracle held approximately 3.8 million of our ordinary shares Sales to Oracle mainly

through its contract manufacturers during 2012 and 2011 were $28.1 million and $18.3 million

respectively and were conducted at arms-length At December 31 2012 and 2011 accounts receivable

from Oracle totaled $0.2 million and less than $0.1 million respectively

Cost of revenues and gross profit The cost of revenues consists primarily of the cost of silicon

wafers purchased from our foundry supplier costs associated with the assembly packaging and

production testing of our ICs outside processing costs associated with the manufacture of our adapter

cards and switch systems purchased cable costs royalties due to third parties warranty costs excess

and obsolete inventory costs depreciation and amortization and costs of personnel associated with

production management quality assurance and services In addition after we purchase wafers from our

foundries we also face yield risk related to manufacturing these wafers into semiconductor devices

Manufacturing yield is the percentage of acceptable product resulting from the manufacturing process
as identified when the product is tested as finished IC If our manufacturing yields decrease our cost

per unit increases which could have significant adverse impact on our cost of revenues We do not

have long-term pricing agreements with foundry suppliers and contract manufacturers Accordingly our

costs are subject to price fluctuations based on the overall cyclical demand for semiconductors

We purchase our inventory pursuant to standard purchase orders We estimate that lead times for

delivery of our finished semiconductors from our foundry supplier and assembly packaging and

production testing subcontractor are approximately three to four months lead times for delivery from

our adapter card manufacturing subcontractor are approximately eight to ten weeks and lead times for

delivery from our switch systems manufacturing subcontractors are approximately twelve weeks We
build inventory based on forecasts of customer orders rather than the actual orders themselves In

addition our customers are seeking opportunities to minimize their inventory on hand while demanding
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shorter lead times for orders placed As result we have increased our inventory levels over the past

year
to meet this demand

We expect our cost of revenues as percentage of sales to increase in the future as result of

reduction in the average sale price of our products and higher percentage of revenue deriving from

sales of switch systems and cables which generally yield lower gross margins This trend will depend on

overall customer demand for our products our product mix competitive product offerings and related

pricing and our ability to reduce manufacturing costs

Operational expenses

Research and development expenses Our research and development expenses consist primarily of

salaries share-based compensation and associated costs for employees engaged in research and

development costs associated with computer aided design software tools depreciation allocable

facilities related and administrative expenses and tape-out costs Tape-out costs are expenses related to

the manufacture of new ICs including charges
for mask sets prototype wafers mask set revisions and

testing incurred before releasing new ICs into production We anticipate these expenses will increase in

future periods based on an increase in personnel to support our product development activities and the

introduction of new products We anticipate that our research and development expenses may fluctuate

over the course of year based on the timing of our product tape-outs

Sales and Marketing Expenses Sales and marketing expenses consist primarily of salaries incentive

compensation share-based compensation and associated costs for employees engaged in sales

marketing and customer support commission payments to third party
sales representatives advertising

and charges for trade shows promotions travel and allocable facilities related and administrative

expenses We expect these expenses will increase in absolute dollars in future periods based on an

increase in sales and marketing personnel and increased marketing activities

General and Administrative Expenses General and administrative expenses consist primarily of

salaries share-based compensation and associated costs for employees engaged in finance legal human

resources and administrative activities professional service expenses for accounting corporate legal fees

and allocable facilities related expenses We expect these expenses will increase in absolute dollars in

future periods based on an increase in personnel and professional services required to support our

business activities

Taxes on Income

Our operations in Israel have been granted Approved Enterprise status by the Investment Center

of the Israeli Ministry of Industry Trade and Labor and Beneficiary Enterprise status by the Israeli

Income Tax Authority which makes us eligible for tax benefits under the Israeli Law for

Encouragement of Capital Investments 1959 Under the terms of the Beneficiary Enterprise program

income that is attributable to our operations
in Yokneam Israel will be exempt from income tax for

period of ten years commencing when we first generate taxable income after setting off our losses from

prior years Income that is attributable to our operations in Tel Aviv Israel will be exempt from income

tax for period of two years commencing when we first generate taxable income and will be subject to

reduced income tax rate generally 10 to 25% depending on the percentage of foreign investment in

the Company for the following five to eight years The Beneficiary Enterprise tax holiday associated

with our Yokneam and Tel Aviv operations began in 2011 The Yokneam tax holiday is expected to

expire in 2020 and the Tel Aviv tax holiday is expected to expire between 2015 and 2018 In accordance

with recent amendments to the Israeli tax laws as of January 2012 the corporate income tax rate

was increased to 25% in 2012

44



In the first quarter of 2013 we realigned some of our business activities and as result may start

utilizing carryforward net operating losses in one of our subsidiaries in the future The valuation

allowance established for deferred tax assets will be released if it becomes more likely than not that we

will generate sufficient future taxable income in that subsidiary

Critical Accounting Policies and Estimates

Our consolidated financial statements are prepared in accordance with generally accepted

accounting principles in the United States The preparation of these consolidated financial statements

requires us to make estimates and assumptions that affect the reported amounts of assets liabilities

revenues expenses and related disclosures We evaluate our estimates and assumptions on an ongoing

basis Our estimates are based on historical experience and various other assumptions that we believe

to be reasonable under the circumstances Our actual results could differ from these estimates

We believe that the assumptions and estimates associated with revenue recognition allowance for

doubtful accounts fair value of financial instruments inventory valuation valuation and impairment of

goodwill and acquired intangibles warranty provision share-based compensation contingent liabilities

and income taxes have the greatest potential impact on our consolidated financial statements

Therefore we consider these to be our critical accounting policies and estimates For further

information Ofl all of our significant accounting policies please see Note The Company and

Summary of Significant Accounting Policies of the Notes to Consolidated Financial Statements

included in Part IV Item 15 of this report

Revenue recognition

We recognize revenue from the sales of products when all of the following criteria are met

persuasive evidence of an arrangement exists delivery has occurred the price is fixed or

determinable and collection is reasonably assured We use binding purchase order or signed

agreement as evidence of an arrangement Delivery occurs when goods are shipped and title and risk of

loss transfer to the customer Our standard arrangement with our customers typically includes

freight-on-board shipping point no right of return and no customer acceptance provisions The

customers obligation to pay and the payment terms are set at the time of shipment and are not

dependent on the subsequent resale of the product We determine whether collectibility is probable on

customer-by-customer basis When assessing the probability of collection we consider the number of

years
the customer has been in business and the history of our collections Customers are subject to

credit review
process

that evaluates the customers financial positions and ultimately their ability to pay
If it is determined at the outset of an arrangement that collection is not probable no product is

shipped and no revenue is recognized unless cash is received in advance

We maintain inventory or hub arrangements with certain customers Pursuant to these

arrangements we deliver products to customer or designated third party warehouse based upon the

customers projected needs but do not recognize product revenue unless and until the customer reports

it and has removed our product from the warehouse to be incorporated into its end products

Multiple Element Arrangements Excluding Software

For revenue arrangements that contain multiple deliverables judgment is required to properly

identify the accounting units of the transactions and to determine the manner in which revenue should

be allocated among the accounting units Moreover judgment is used in interpreting the commercial

terms and determining when all criteria of revenue recognition have been met for each deliverable in

order for revenue recognition to occur in the appropriate accounting period While changes in the

allocation of the arrangement consideration between the units of accounting will not affect the amount
of total revenue recognized for

particular sales arrangement any material changes in these allocations
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could impact the timing of revenue recognition which could affect our results of operations When we

enter into an arrangement that includes multiple elements the allocation of value to each element is

derived based on managements best estimate of selling price when vendor specific evidence or third

party evidence is unavailable

Multiple Element Arrangements Including Softivare

For multiple element arrangements that include combination of hardware software and services

such as post-contract customer support the arrangement consideration is first allocated among the

accounting units before revenue recognition criteria are applied If an arrangement includes

undelivered elements that are not essential to the functionality of the delivered elements we defer

revenue for the undelivered elements based on their fair value The fair value for undelivered software

elements is based on vendor specific evidence If the undelivered elements are essential to the

functionality of the delivered elements no revenue is recognized The revenue from fixed-price support

or maintenance contracts including extended warranty contracts and software post-contract customer

support agreements are recognized ratably over the contract period and the costs associated with these

contracts are recognized as incurred

Distributor Revenue

portion of our sales are made to distributors under agreements which contain limited right to

return unsold product and price protection provisions We recognize revenue from these distributors

based on the sell-through method using inventory and point of sale information provided by the

distributor Additionally we maintain accruals and allowances for price protection and cooperative

marketing programs We classify the costs of these programs based on the identifiable benefit received

as either reduction of revenue cost of revenues or an operating expense

Deferred Revenue and Income

We defer revenue and income when advance payments are received from customers before

performance obligations have been completed and/or services have been performed Deferred revenue

does not include amounts from products delivered to distributors that the distributors have not yet sold

through to their end customers

Shipping and Handling

Costs incurred for shipping and handling expenses to customers are recorded as cost of revenues

To the extent these amounts are billed to the customer in sales transaction we record the shipping

and handling fees as revenue

Allowance for doubtful accounts

We estimate the allowance for doubtful accounts based on an assessment of the collectibility of

specific customer accounts If we determine that specific customer is unable to meet its financial

obligations we provide specific allowance for credit losses to reduce the net recognized receivable to

the amount we reasonably believe will be collected Probability of collection is assessed on

customer-by-customer basis and our historical experience with each customer Customers are subject to

an ongoing credit review process
that evaluates their respective financial positions We review and

update our estimates for allowance for doubtful accounts on quarterly basis Our allowance for

doubtful accounts totaled approximately $0.6 million at December 31 2012 and 2011 Our bad debt

expense totaled approximately less than $0.1 million $0.2 million and $0.1 million for the years ended

December 31 2012 2011 and 2010 respectively
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Fair value offinancial instruments

Our financial instruments consist of cash cash equivalents short-term investments and forward

contracts We believe that the carrying amounts of the financial instruments approximate their

respective fair values When there is no readily available market data we may make fair value

estimates which may not necessarily represent the amounts that could be realized in current or

future sale of these assets

Short-term investments

We classify short-term investment as available-for-sale securities We view our

available-for-sale-portfolio as available for use in current operations Available-for-sale securities are

recorded at fair value and we record temporary unrealized gains and losses as separate component
of accumulated other comprehensive income We charge unrealized losses against net earnings when
decline in fair value is determined to be other-than-temporary We review several factors to determine

whether loss is other-than-temporary These factors include but are not limited to the length of

time security is in an unrealized loss position the extent to which fair value is less than cost

the financial condition and near term prospects of the issuer and our intent and ability to hold

the security for period of time sufficient to allow for any anticipated recovery in fair value

Inventoiy valuation

We value our inventory at the lower of cost or market Market is determined based on net

realizable value Cost is determined for raw materials on first-in first-out basis for work in process

based on actual costs and for finished goods based on standard cost which approximates actual cost on

first-in first-out basis We reserve for excess and obsolete inventory based on market conditions and

forecasted demand generally over six to twelve months period Inventory reserves are not reversed

and permanently reduce the cost basis of the affected inventory until it is either sold or scrapped

Goodwill and intangible assets

Goodwill represents the excess of the cost of acquired businesses over the fair market value of

their identifiable net assets We conduct goodwill impairment qualitative assessment during the fourth

quarter of each fiscal year or more frequently if facts and circumstances indicate that goodwill may be

impaired The goodwill impairment qualitative assessment requires us to perform an assessment to

determine if it is more likely than not that the fair value of the business is less than its carrying

amount The qualitative assessment considers various factors including the macroeconomic

environment industry and market specific conditions market capitalization stock price financial

performance earnings multiples budgeted-to-actual revenue performance from the prior year gross

margin and cash flow from operating activities and issues or events specific to the business If adverse

qualitative trends are identified that could negatively impact the fair value of the business we perform
two step goodwill impairment test The step one goodwill impairment test requires us to estimate

the fair value of its business and certain assets and liabilities Step two of the process is only

performed if potential impairment exists in step one and it involves determining the difference

between the fair value of the reporting units net assets other than goodwill to the fair value of the

reporting unit If the difference is less than the net book value of goodwill an impairment exists and is

recorded As of December 31 2012 our assessment of goodwill impairment indicated that goodwill in

the reporting unit was not impaired

Intangible assets primarily represent acquired intangible assets including developed technology
customer relationships and in-process research and development or IPRD We amortize the

intangible assets over their useful lives using method that reflects the pattern in which the economic

benefits of the intangible assets are consumed or otherwise used or if that pattern cannot be reliably
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determined using straight-line amortization method We capitalize IPRD projects acquired as part

of business combination On completion of each project IPRD assets are reclassified to developed

technology and amortized over their estimated useful lives If any of the IPRD projects are

abandoned we would be required to impair the related IPRD asset

Intangible assets are tested for impairment when indicators of impairment exist We first assess

qualitative factors to determine if it is more likely than not that an indefinite-lived intangible asset is

impaired and whether it is necessary to perform quantitative impairment test The qualitative

assessment considers various factors including reductions in demand the abandonment of IPRD

projects or significant economic slowdowns in the semiconductor industry and macroeconomic

environment If adverse qualitative trends are identified that could negatively impact the fair value of

the asset then quantitative impairment tests are performed to determine whether the carrying value of

an asset is impaired based on comparisons to undiscounted expected future cash flows If this

comparison indicates that there is impairment the impaired asset is written down to fair value which is

typically calculated using quoted market prices or ii discounted expected future cash flows

utilizing an appropriate discount rate Impairment is based on the excess of the carrying amount over

the fair value of those assets As of December 31 2012 our assessment of intangibles indicated that

intangible assets were not impaired

Investment in privately-held company

As of December 31 2012 we held $4.4 million investment in privately-held company We

account for this investment under the cost method reduced by any impairment write-downs because we

do not have the ability to exercise significant influence over the operating and financial policies of the

company To determine if the investment is recoverable we monitor the investment and if facts and

circumstances indicate that the investment may be impaired then we conduct an impairment test of its

investment To determine if the investment is recoverable we review the privately-held companys

revenue and earnings trends relative to pre-defined milestones and overall business prospects the

general market conditions in its industry and other factors related to its ability to remain in business

such as liquidity and receipt of additional funding

Warranty provision

We provide limited warranty for periods
of up to three years from the date of delivery against

defects in materials and workmanship If customer has defective product we will either repair the

goods or provide replacement products at no charge We record estimated warranty expenses at the

time we recognize the associated product revenues based on our historical rates of return and costs of

repair over the preceding 36-month period In addition we recognize estimated warranty expenses for

specific defects that are expected to result in warranty claims in excess of our historical rates of return

at the time those defects are identified

Share-based compensation

We account for share-based compensation expense based on the estimated fair value of the share

option awards as of the grant
dates We estimate the fair value of share option awards using the Black

Scholes option valuation model which requires the input of subjective assumptions including the

expected share price volatility the calculation of expected term and the fair value of the underlying

ordinary share on the date of grant among other inputs Share compensation expense is recognized on

straight-line
basis over each recipients requisite service period which is generally the vesting period

We base our estimate of expected volatility on combination of our historical volatility and

reported market value data for group of publicly traded companies which were selected from market

indices that we believe would be indicators of our future share price volatility after consideration of

48



their size stage of life cycle profitability growth risk and return on investment We calculate the

expected term of our options using the simplified method as prescribed by the authoritative guidance

The expected term for newly- granted options is approximately 6.25 years

Share-based compensation expense is recorded net of estimated forfeitures Forfeitures are

estimated at the time of grant and this estimate is revised if necessary in subsequent periods If the

actual number of forfeitures differs from that estimated adjustments may be required to share-based

compensation expense in future periods

In 2010 we began granting restricted share units RSUs to employees and non-employee

members of the Board of Directors The fair value of RSUs is based on the closing market price of our

ordinary shares on the date of grant Share compensation expense is recognized on straight-line basis

over each recipients requisite service period which is generally the vesting period

Income taxes

To prepare our consolidated financial statements we estimate our income taxes in each of the

jurisdictions in which we operate This process involves estimating oui actual tax exposure together with

assessing temporary differences resulting from the differing treatment of certain items for tax and

accounting purposes These differences result in deferred tax assets and liabilities which are included

within our consolidated balance sheet

We must also make judgments regarding the realizability of deferred tax assets The carrying value

of our net deferred tax asset is based on our belief that it is more likely than not that we will generate

sufficient future taxable income in certain jurisdictions to realize these deferred tax assets valuation

allowance has been established for deferred tax assets which we do not believe meet the more likely

than not criteria Our judgments regarding future taxable income may change due to changes in

market conditions changes in tax laws tax planning strategies or other factors If our assumptions and

consequently our estimates change in the future the valuation allowances we have established may be

increased or decreased resulting in respective increase or decrease in income tax expense Our

effective tax rate is highly dependent upon the geographic distribution of our worldwide earnings or

losses the tax regulations and tax holidays in each geographic region the availability of tax credits and

carryforwards and the effectiveness of our tax planning strategies

We use two-step approach to recognizing and measuring uncertain tax positions accounted for in

accordance with the guidance on judgments regarding the realizability of deferred taxes The first step

is to evaluate the tax position for recognition by determining if the weight of available evidence

indicates it is more likely than not that the position will be sustained on audit including resolution of

related appeals or litigation processes if any The second
step is to measure the tax benefit as the

largest amount which is more than 50% likely of being realized upon ultimate settlement We consider

many factors when evaluating and estimating our tax positions and tax benefits which may require

periodic adjustments and which may not accurately anticipate actual outcomes
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Comparison of the Year Ended December 31 2012 to the Year Ended December 31 2011 and Year

Ended December 31 2011 to the Year Ended December 31 2010

Revenues

The following tables represent our total revenues for the years ended December 31 2012 and 2011

by product type
and interconnect protocol

Year Ended December 31

%of %of
Revenues 20111 Revenues

In thousands

19.0 46564 18.0

31.1 98004 37.8

33.6 76398 29.5

_______
16.3 38285 14.7

100.0 $259251 100.0

Results of Operations

The following table sets forth our consolidated statements of operations as percentage of

revenues for the periods indicated

Total revenues

Year Ended

December 31

2012 2011 2010

100% 100% 100%

32 35 26
68 65 74

Cost of revenues

Gross profit

Operating expenses

Research and development

Sales and marketing

General and administrative

Total operating expenses

Income from operations

Other income net

Provision for taxes on income

Net income

27 36

12 16

44 60

24

22

37

14

59

15

ICs

Boards

Switch systems and gateways

Cables accessories and other

Total revenue

2012

In thousands

95103

155670

168231

81795

$500799
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Year Ended December 31

%of %of
2012 Revenues 20111 Revenues

In thousands In thousands

InfiniBand

QDR $175650 35.1 $173412 66.9

DDR 30257 6.0 28307 10.9

FDR 236728 47.3 13853 5.3

SDR 3200 0.6 5850 2.3

Total 445835 89.0 221422 85.4

Ethernet 42523 8.5 24252 9.4

Other 12441 2.5 13577 5.2

Total revenue $500799 100.0 $259251 100.0

Certain amounts previously reported were reclassified to conform to the 2012

presentation

Revenues were $500.8 million for the year ended December 31 2012 compared to $259.3 million

for the year ended December 31 2011 representing an increase of approximately 93% Following the

introduction of Romley and Sandy Bridge server and storage platforms by Intel Corporation in March

2012 end users have begun to upgrade their systems placing an increased emphasis on the

interconnects and associated performance The year-over-year growth was primarily due to increased

market demand for our higher bandwidth FDR InfiniBand products in the HPC and Web 2.0 markets

Our Ethernet revenues also grew year-over-year primarily due to increased adoption of our products

within the Web 2.0 market Revenues in all of our product types increased with higher growth rates

achieved in switch system and cable product families due to increased adoption of our end-to-end

solutions Revenues in the fourth quarter of 2012 were $122.1 million down 22.0% from $156.5 million

in the third quarter of 2012 The fourth quarter revenue decline from the third quarter was attributed

primarily to weaker demand environment challenging macroeconomic conditions build-up of

inventory at an OEM customer and technical issue which was resolved during the quarter The 2012

revenues are not necessarily indicative of future results

The following tables represent our total revenues for the
years

ended December 31 2011 and 2010

by product type and interconnect protocol

Year Ended December 31

%of %of
20111 Revenues 20101 Revenues

In thousands In thousands

ICs 46564 18.0 57030 36.9

Boards 98004 37.8 67085 43.4

Switch systems 76398 29.5 19461 12.6

Cables accessories and other 38285 14.7 11064 7.1

Total revenue $259251 100.0 $154640 100.0
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Year Ended December 31

%of %of

20111 Revenues 20101 Revenues

In thousands In thousands

Infiniband

QDR $173412 66.9 $118665 76.7

DDR 28307 10.9 19119 12.4

FDR 13853 5.3

SDR 5850 2.3 8365 5.4

Total 221422 85.4 146149 94.5

Ethernet 24252 9.4 7949 5.1

Other 13577 5.2 542 0.4

Total revenue $259251 100.0 $154640 100.0

Certain amounts previously reported were reclassified to conform to the 2012

presentation

Revenues were $259.3 million for the year ended December 31 2011 compared to $154.6 million

for the year ended December 31 2010 representing an increase of approximately 68% This

year-over-year growth was mainly the result of incremental new revenues from the Voltaire acquisition

as well as increased market demand for our higher bandwidth products Revenues attributable to our

higher bandwidth QDR and FDR products increased 57.8% from the prior year Our Ethernet

revenues also grew significantly year-over-year primarily due to adoption of our products within the

Web 2.0 market Revenues in all of our product categories increased with the highest growth in switch

systems cables and accessories as result of broadening our product portfolio
in these categories

Gross Profit and Margin Gross profit was $342.9 million for the year ended December 31 2012

compared to $167.2 million for the year ended December 31 2011 representing an increase of

approximately 105% As percentage of revenues gross margin increased to 68% in the year ended

December 31 2012 from approximately 65% in the year ended December 31 2011 The gross margin

percentage improvement was across all product categories and due primarily to the increased shipments

of our FDR InfiniBand products which typically yield higher gross margins compared to our lower

data rate products and was partially offset by an increase in warranty expenses associated with our

expansion into new markets Gross margin for 2012 is not necessarily indicative of future results

Gross profit was $167.2 million for the year ended December 31 2011 compared to $114.1 million

for the year ended December 31 2010 representing an increase of approximately 47% As

percentage of revenues gross margin decreased to 65% in the year
ended December 31 2011 from

approximately 74% in the year ended December 31 2010 The decrease in gross margin was primarily

due to higher portion of revenues derived from sales of our switch systems cables and accessories

which typically yield lower gross margins than our IC and board revenues In addition gross margin in

the
year

ended December 31 2011 was negatively impacted by the amortization of acquired intangible

assets in an amount of $8.2 million as result of the Voltaire acquisition which reduced gross margin

by 3.2 percentage points
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Research and Development

The following table presents details of our research and development expenses for the periods

indicated

Year Ended December 31

2012

in thousands

76194

19356

of

Revenues 2011

in thousands

15.2% $48437

3.9% 11906

of

Revenues

16545

26851

2010

in thousands

$31358

8031

3.3%

5.3%

13888

18277

of

Revenues

Salaries and benefits 18.7% 20.3%

Share-based compensation 4.6% 5.2%

Development and tape-out

costs 5.4% 7712 5.0%

Other 7.0% 9703 6.2%

Total Research and

development $138946 27.7% $92508 35.7% $56804 36.7%

Research and development expenses were $138.9 million for the year ended December 31 2012

compared to $92.5 million for the
year ended December 31 2011 representing an increase of

approximately 50% The increase in salaries and benefits and share-based compensation was

attributable to headcount additions merit increases and higher accrued bonuses under our annual

discretionary bonus award program The increase in development and
tape-out costs was attributable

due to higher product test qualification and software expenses partially offset by lower tape-out costs

The increase in other research and development costs was primarily attributable to an increase in

facilities and depreciation expenses We expect that research and development expenses will increase in

absolute dollars in future periods as we continue to devote more resources to develop new products

meet the changing requirements of our customers expand into new markets and technologies and hire

additional personnel

Research and development expenses were $92.5 million for the year ended December 31 2011

compared to $56.8 million for the year ended December 31 2010 representing an increase of

approximately 63% The increase in salaries and benefits and share-based compensation was

attributable to headcount additions including those associated with the Voltaire acquisition and merit

increases Development and design costs increased due to increases in mask prototyping qualification

and outsourcing costs as result of our continued development and tape-out of new products The
increase in other costs was primarily attributable to an increase in facilities depreciation and travel

related expenses

Sales and Marketing

The following table presents details of our sales and marketing expenses for the periods indicated

Year Ended December 31

%of %of %of
2012 Revenues 2011 Revenues 2010 Revenues

in thousands in thousands in thousands

Salaries and benefits $31433 6.3% $20884 8.1% $11099 7.2%

Share-based compensation 8055 1.6% 4894 1.9% 2730 1.8%

Trade shows and promotions 11111 2.2% 7309 2.8% 5142 3.3%

Other 10469 2.1% 7279 2.8% 3133 2.0%

Total Sales and marketing $61068 12.2% $40366 15.6% $22104 14.3%
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Sales and marketing expenses were $61.1 million for the year ended December 31 2012 compared

to $40.4 million for the year ended December 31 2011 representing an increase of approximately 51%

The increase in salaries and benefits and share-based compensation was attributable to headcount

additions merit increases and higher
incentive compensation The increase in trade show and

promotion costs was primarily due to higher advertising and travel expenses The increase in other sales

and marketing costs was primarily attributable to higher facilities and maintenance related costs

Sales and marketing expenses were $40.4 million for the year ended December 31 2011 compared

to $22.1 million for the year ended December 31 2010 representing an increase of approximately 83%

The increase in salaries and benefits and share-based compensation was attributable to headcount

additions including those associated with the Voltaire acquisition and merit increases The increase in

trade show and promotion costs is primarily due to higher expenses related to equipment for customer

product evaluations and an increase in sales and marketing activities The increase in other costs was

primarily attributable to the amortization of customer relationship intangible assets associated with the

Voltaire acquisition
and higher facilities related costs

General and Administrative

The following table presents
details of our general and administrative expenses for the periods

indicated

Year Ended December 31

%of %of %of
2012 Revenues 2011 Revenues 2010 Revenues

in thousands in thousands in thousands

Salaries and benefits $10343 2.1% 7883 3.0% 4378 2.8%

Share-based compensation 5987 1.2% 3632 1.4% 2955 1.9%

Professional services 5232 1.0% 7433 2.9% 2960 1.9%

Other 272 0.6% 2821 1.1% 1451 1.0%

Total General and

administrative $24541 4.9% $21769 8.4% $11744 7.6%

General and administrative expenses were $24.5 million for the year
ended December 31 2012

compared to $21.8 million for the year
ended December 31 2011 representing an increase of

approximately 13% The increase in salaries and benefits and share-based compensation was

attributable to headcount additions merit increases and higher
accrued bonuses under our annual

discretionary bonus award program The decrease in professional
services costs was primarily due to

$3.6 million of consulting fees associated with the Voltaire acquisition recognized in the year 2011

partially offset by an increase in legal and consulting expenses The increase in other general and

administrative costs was due to higher depreciation and human resources related expenses

General and administrative expenses were $21.8 million for the year
ended December 31 2011

compared to $11.7 million for the
year

ended December 31 2010 representing an increase of

approximately 85% The increase in salaries and benefits and share-based compensation was

attributable to headcount additions including those associated with the Voltaire acquisition and merit

increases The increase in professional services costs was primarily associated with the Voltaire

acquisition The increase in other costs was due to higher depreciation and facilities related expenses
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Share-based Compensation Expense

The following table presents details of our total share-based compensation expense that is included

in each functional line item in our consolidated statements of income

Year Ended December 31

2012 2011 2010

in thousands

Cost of goods sold $1621 980 385

Research and development 19356 11906 8031
Sales and marketing 8055 4894 2730
General and administrative 5987 3632 2955

$35019 $21412 $14101

The amount of unearned sharebased compensation currently estimated to be expensed from 2013

through 2016 related to unvested share-based payment awards at December 31 2012 is $84.4 million

Of this amount $32.3 million $26.1 million $20.4 million and $5.6 million are currently estimated to

be recorded in 2013 2014 2015 and 2016 respectively The weighted-average period over which the

unearned share-based compensation is expected to be recognized is approximately 2.74 years If there

are any modifications or cancellations of the underlying unvested awards we may be required to

accelerate increase or cancel any remaining unearned share-based compensation expense Future

share-based compensation expense and unearned share-based compensation will increase to the extent

that we grant additional equity awards to employees or assume unvested equity awards in connection

with other acquisitions

Other Income Loss Net Other income net consists of interest earned on cash and cash

equivalents and short-term investments and foreign currency exchange gains and losses Other income
net was $1.3 million for the year ended December 31 2012 compared to $0.8 million for the year

ended December 31 2011 The change was primarily attributable to an increase of $1.1 million in

interest income and gains on investments due to higher cash and investment balances partially offset

by higher foreign currency exchange losses of $0.7 million

Other income net for the year ended December 31 2011 of $0.8 million compared to loss of

$0.1 million for the
year

ended December 31 2010 The change was primarily attributable to higher

foreign exchange gains of $0.7 million partially offset by decrease of $0.5 million in interest income

associated with lower yields on investments In addition in the year ended December 31 2010 we

recognized an impairment loss of $0.8 million from investments in privately-held companies

Provision for Twces on Income Our tax expense was $8.2 million for the year ended December 31
2012 as compared to $3.4 million for the year ended December 31 2011 The U.S federal statutory

rate was 35% for 2012 and 34% for 2011 Our effective tax rates were 6.8% and 25.2% for 2012 and

2011 respectively The difference between our effective tax rate in 2012 and the federal statutory tax

rate is primarily due to profits earned in Israel where the tax rate is lower than the U.S tax rate

partially offset by non-tax-deductible expenses such as share-based compensation expense and the

accrual of unrecognized tax benefits interest and penalties associated with unrecognized tax positions

The profits earned in Israel that were subject to tax holiday in the years ended December 31 2012 and

2011 were $125.6 million and $17.4 million respectively

Our tax expense was $3.4 million for the year ended December 31 2011 as compared to

$9.8 million for the year ended December 31 2010 The U.S federal statutory rate was 34% for 2011

and 2010 Our effective tax rates were 25.2% and 41.9% for 2011 and 2010 respectively The difference

between our effective tax rate in 2011 and the federal statutory tax rate is primarily due to profits

earned in Israel where the tax rate is lower than the U.S tax rate partially offset by non-tax-deductible
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expenses such as share-based compensation expense and the accrual of unrecognized tax benefits

interest and penalties associated with unrecognized tax positions

Liquidity and Capital Resources

Since our inception we have financed our operations through combination of sales of equity

securities and cash generated by operations As of December 31 2012 our principal source of liquidity

consisted of cash and cash equivalents of $117.1 million and short-term investments of $302.6 million

We expect that our current cash and cash equivalents and short-term investments and our cash flows

from operating activities will be sufficient to fund our operations over the next twelve months after

taking into account expected increases in research and development expenses including tape out costs

higher sales and marketing and general and administrative expenses capital expenditures to support

our infrastructure and growth and potential acquisitions

Our cash position short-term investments restricted cash and working capital at December 31

2012 and December 31 2011 were as follows

Year Ended

December 31

2012 2011

in thousands

Cash and cash equivalents $117054 $181258

Short-term investments 302593 52373

Restricted cash current 3229 4452

Restricted cash long-term 3388 3317

Total $426264 $241400

Working capital $431745 $251533

Our ratio of current assets to current liabilities increased to 5.01 at December 31 2012 from 4.71

at December 31 2011

Operating Activities

Net cash provided by our operating activities amounted to $182.5 million in the
year

ended

December 31 2012 Net cash provided by operating activities was primarily attributable to net income

of $111.4 million adjusted by net non-cash items of $49.4 million and changes in assets and liabilities of

$21.7 million Non-cash expenses consisted primarily of $29.9 million for share-based compensation net

of the excess tax benefits $23.9 million for depreciation and amortization and were partially offset by

deferred income taxes of $3.5 million The $21.7 million cash inflow from changes in assets and

liabilities resulted from an increase of $51.3 million in accrued liabilities primarily due to higher payroll

obligations and an increase in accounts payable of $3.4 million due to the higher volume of purchases

during the period and was partially offset by an increase in inventories of $19.4 million due to higher

sales volumes an increase in accounts receivable of $10.3 million and an increase in prepaid expenses

and other assets of $3.2 million

Net cash provided by our operating activities amounted to $63.1 million in the year ended

December 31 2011 Net cash provided by operating activities was primarily attributable to net income

of $10.0 million adjusted by net non-cash items of $38.5 million and changes in assets and liabilities of

$14.6 million Non-cash expenses consisted primarily of $19.0 million for share-based compensation net

of the excess tax benefits and $19.7 million for depreciation and amortization The cash inflow from

changes in assets and liabilities resulted from an increase in accounts payable of $21.1 million due to

the timing of purchases during the year and an increase of $18.6 million in accrued liabilities partially

offset by an increase in accounts receivable of $15.9 million mainly due to higher sales an increase in
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inventories of $8.6 million due to higher safety stock levels and an increase in prepaid expense and

other assets of $0.5 million

Net cash generated by our operating activities amounted to approximately $41.2 million in the year
ended December 31 2010 Net cash generated by operating activities was primarily attributable to net

income of $13.5 million adjusted for non-cash items including $13.0 million for share-based

compensation net of the excess tax benefit $7.4 million for deferred taxes and approximately
$5.8 million for depreciation and amortization Furthermore net cash generated by operating activities

increased due to an increase of $5.5 million in accrued liabilities decrease in prepaid expenses and
other assets of $0.7 million and decrease in accounts receivable of $0.5 million partially offset by
decrease of $2.2 million in accounts payable and an increase in inventory of $3.0 million due to higher

safety stock levels

Investing Activities

Net cash used in investing activities was $280.9 million in the year ended December 31 2012 Cash
used in investing activities was primarily attributable to net purchases of short-term investments of

$249.5 million purchases of property and equipment of $30.5 million and an equity investment of

$1.4 million in private company partially offset by decrease in restricted cash of $1.3 million

Net cash used in investing activities was $114.5 million in the year ended December 31 2011 Cash

used in investing activities was primarily attributable to the acquisition of Voltaire in the amount of

$203.7 million purchases of property and equipment of $24.7 million and an increase in restricted cash

of $1.7 million partially offset by net proceeds from sales and maturities of short-term investments of

$116.4 million

Net cash provided from investing activities was $13.1 million in the
year ended December 31 2010

Cash provided from investing activities was primarily attributable to net proceeds and maturities of

short-term investments of $25.4 million partially offset by acquisitions of property and equipment of

$11.4 million and an equity investment in privately-held company of $0.1 million

Financing Activities

Net cash provided by financing activities was $34.2 million in the year ended December 31 2012
Cash provided by financing activities was primarily due to proceeds of $30.0 million from share option
exercises and purchases pursuant to our employee share purchase plan and an excess tax benefit from

share-based compensation of $5.1 million and was partially offset by principal payments on capital
lease obligations of $0.9 million

Net cash provided by financing activities was $124.6 million in the year ended December 31 2011
Cash provided by financing activities was primarily due to net cash of $104.2 million received in

conjunction with our recent additional public offering proceeds from exercise of share awards of

approximately $18.5 million and an excess tax benefit from share-based compensation of approximately
$2.4 million partially offset by principal payments on capital lease obligations of $0.5 million

Net cash provided by financing activities was $10.1 million in the year ended December 31 2010
Cash provided by financing activities was attributable to proceeds from the exercise of share awards of

approximately $9.5 million and an excess tax benefit from share-based compensation of approximately
$1.1 million partially offset by principal payments on capital lease obligations of $0.5 million
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Contractual Obligations

The following table summarizes our contractual obligations at December 31 2012 and the effect

those obligations are expected to have on our liquidity and cash flow in future periods

Payments Due by Period

Less Than

Contractual Obligations
Total ar Years 3-5 Years Beyond Years

in thousands

Commitments under capital lease 4145 $1268 2877

Non-cancelable operating lease

commitments 48902 13003 21463 7911 6525

Purchase commitments 59040 57899 1141

Total $112087 $72170 $25481 $7911 $6525

For purposes of this table purchase commitments are defined as agreements that are enforceable

and legally binding and that specify all significant
terms including fixed or minimum quantities to be

purchased fixed minimum or variable price provisions and the approximate timing of the transaction

Our purchase orders are based on our current manufacturing needs and are fulfilled by our vendors

within relatively short time horizons In addition we have purchase orders that represent authorizations

to purchase rather than binding agreements We do not have significant agreements for the purchase of

raw materials or other goods specifying
minimum quantities or set prices that exceed our expected

requirements

The contractual obligation table excludes our unrecognized tax benefit liabilities because we cannot

make reliable estimate of the timing of cash payments As of December 31 2012 our unrecognized

tax benefits totaled $9.7 million which would reduce our income tax expense and effective tax rate if

recognized

Recent accounting pronouncements

See Note The Company and Summary of Significant Accounting PoliciesRecent accounting

pronouncements of the Notes to the Consolidated Financial Statements included in Part IV Item 15

of this report for full description of recent accounting standards including the respective dates of

adoption and effects on our condensed consolidated financial position results of operations
and cash

flows

Off-Balance Sheet Arrangements

As of December 31 2012 we did not have any off-balance sheet arrangements

Impact of Currency Exchange Rates

Exchange rate fluctuations could have material adverse effect on our business financial condition

and results of operations Our most significant foreign currency exposure is the new Israeli shekel or

NIS We do not enter into derivative transactions for speculative or trading purposes In fiscal year

2012 we used foreign currency forward contracts to hedge portion of operating expenses

denominated in NIS Our derivative instruments are recorded at fair value in assets or liabilities with

final gains or losses recorded in other income net or as component of accumulated Other

Comprehensive Income and subsequently reclassified into operating expenses in the same period in

which the hedged operating expenses are recognized See Note Derivatives and Hedging Activities

of the Notes to Consolidated Financial Statements included in Part IV Item 15 of this report
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ITEM 7AQUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Interest rate fluctuation risk

We do not have any long-term borrowings Our investments consist of cash and cash equivalents

short-term deposits money market funds and interest bearing investments in U.S government debt

securities foreign government bonds commercial paper and corporate bonds with an average maturity

of approximately one year The primary objective of our investment activities is to preserve principal

while maximizing income without significantly increasing risk By policy we limit the amount of our

credit exposure through diversification and restricting our investments to highly rated securities At the

time of purchase we do not invest more than $7.0 million in individual securities except U.S Treasury

or agency securities Highly rated securities are defined as having minimum Moody or Standard

Poors rating of A2 or respectively We have not experienced any significant losses on our cash

equivalents or short-term investments We do not enter into investments for trading or speculative

purposes Our investments are exposed to market risk due to fluctuation in interest rates which may
affect our interest income and the fair market value of our investments Due to the short-term nature

of our investment portfolio we do not believe an immediate 1% change in interest rates would have

material effect on the fair market value of our portfolio and therefore we do not expect our operating

results or cash flows to be materially affected to any degree by sudden change in market interest

rates

Foreign currency exchange risk

We derive all of our revenues in U.S dollars The U.S dollar is our functional and reporting

currency in all of our foreign locations However significant portion of our headcount related

expenses consisting principally of salaries and related personnel and facilities expenses are

denominated in new Israeli shekels or NIS This foreign currency exposure gives rise to market risk

associated with exchange rate movements of the U.S dollar against the NIS Furthermore we

anticipate that material portion of our expenses will continue to be denominated in NIS To the

extent the U.S dollar weakens against the NIS we will experience negative impact on our profit

margins

To protect against reductions in value and the volatility of future cash flows caused by changes in

foreign currency exchange rates we have established balance sheet and anticipated transaction risk

management program Currency forward contracts and natural hedges are generally utilized in this

hedging program We do not enter into forward contracts for trading or speculative purposes Our

hedging program reduces but does not eliminate the impact of currency exchange rate movements see
Part Item 1A Risk Factors If we were to experience 10% change in currency exchange rates

the impact on assets and liabilities denominated in currencies other than the U.S dollar after taking

into account hedges and offsetting positions would result in loss before taxes of less than $0.1 million

at December 31 2012 There would also be an impact on future operating expenses denominated in

currencies other than the U.S dollar At December 31 2012 approximately $10.5 million of our

monthly operating expenses were denominated in NIS As of December 31 2012 we had forward

contracts in place that hedged future operating expenses of approximately 219.9 million NIS or

approximately $58.9 million based upon the exchange rate as of December 31 2012 The forward

contracts cover portion of our future NIS denominated operating expenses expected to occur over the

next twelve months Our derivatives expose us to credit risk to the extent that the counterparties may
be unable to meet the terms of the agreement We seek to mitigate such risk by limiting our

counterparties to major financial institutions and by spreading the risk across number of major

financial institutions However under current market conditions failure of one or more of these

financial institutions is possible and could result in incurred losses
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Inflation related risk

We believe that the rate of inflation in Israel has not had material impact on our business to

date Our cost in Israel in U.S dollar terms will increase if inflation in Israel exceeds the devaluation

of the NIS against the U.S dollar or if the timing of such devaluation lags behind inflation in Israel

ITEM 8FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The financial statements required by Item are submitted as separate section of this report and

are incorporated by reference into this Item See Item 15 Exhibits and Financial Statement

Schedules

Summary Quarterly DataUnaudited

_________ ________
Q2 Qi Q4 Q35

________ ________

2012 2012 2011 2011

in thousands except per share data

Total revenues $133472 88738 $72689 $68160

Cost of revenues
_______ _______

41700 28888 26186 24164 ______ ______

Gross profit
91772 59850 46503 43996

Operating expenses

Research and development

Sales and marketing

General and administrative _______ _______ _______ _______ ______ ______ ______

Total operating expenses ________ ________ ________ ________ _______ _______ _______

Income loss from

operations

Other income net
_______ _______ _______ _______ ______ ______ ______ ______

Income loss before taxes

on income

Provision for taxes on

income
_______ _______ _______ _______ ______ ______ ______ ______

Net income loss
________ ________ ________ _______ _______ _______ _______

Net income loss per

sharebasic

Net income loss per

sharediluted

On February 2011 we acquired Voltaire Ltd an Israeli-based public company Voltaires results

of operations and estimated fair value of assets acquired and liabilities assumed were included in

our consolidated financial statements beginning February 2011

ITEM 9CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND

FINANCIAL DISCLOSURE

None

Q4 Q3

2012 2012

$156471

48375

108096

36229

16451

6212

58892

$122118

38973

83145

36101

16002

7136

59239

23906

269

Q25
2011

$63345

22249

41096

23689

9989

4659

38337

Q15
2011

$55057

19416

35641

20310

8555

8445

37310

37658 28958 25142 23367

15810 12805 11338 10484

________ ________
6336 4857 4140 4525

_______ _______

_______ _______
59804 46620 40620 38376 ______ ______

49204 31968 13230 5883 5620 2759 1669
585 221 184 207 416 88 48

24175 49789 32189 13414 6090 6036 2847 1621

5733 1386 100 968 1427

$18442 48403 32089 $12446 4663

1226 719

4810 2128 $1624

0.43 1.16 0.79 0.31 0.12 0.13 0.06 0.05

0.41 1.09 0.74 0.29 0.11 0.13 0.06 0.05
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ITEM 9ACONTROLS AND PROCEDURES

Disclosure Controls and Procedures

We maintain disclosure controls and procedures that are designed to ensure that information

required to be disclosed in our Exchange Act reports is recorded processed summarized and reported
within the time periods specified in the SECs rules and forms and that such information is

accumulated and communicated to our management including our chief executive officer and chief

financial officer as appropriate to allow for timely decisions regarding required disclosure In designing
and evaluating the disclosure controls and procedures management recognizes that any controls and

procedures no matter how well designed and operated can provide only reasonable assurance of

achieving the desired control objectives and management is required to apply its judgment in

evaluating the cost-benefit relationship of possible controls and procedures

As required by SEC Rule 13a-15b we carried out an evaluation under the supervision and with

the participation of our management including our chief executive officer and chief financial officer of

the effectiveness of the design and operation of our disclosure controls and procedures as of

December 31 2012 Based on this evaluation our chief executive officer and chief financial officer

concluded that our disclosure controls and procedures were effective at the reasonable assurance level

as of December 31 2012

Changes in Internal Control Over Financial Reporting

There were no changes in our internal control over financial reporting that occurred during the

quarter ended December 31 2012 that have materially affected or are reasonably likely to materially

affect our internal control over financial reporting

Managements Annual Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over
financial reporting as such term is defined in Rule 13a-15f of the Exchange Act Under the

supervision and with the participation of our management including our chief executive officer and our
chief financial officer we conducted an evaluation of the effectiveness of our internal control over
financial reporting as of December 31 2012 using the criteria established in Internal Control
Integrated Framework issued by The Committee of Sponsoring Organizations of the Treadway
Commission Based on that evaluation management concluded that the internal controls over financial

reporting were effective as of December 31 2012

The certifications of our principal executive officer and principal financial officer attached as

Exhibits 31.1 and 31.2 to this report include in paragraph of such certifications information

concerning our disclosure controls and procedures and internal controls over financial reporting Such

certifications should be read in conjunction with the information contained in this Item 9A for more
complete understanding of the matters covered by such certifications

The effectiveness of our internal control over financial reporting as of December 31 2012 has

been audited by PricewaterhouseCoopers LLP an independent registered public accounting firm as

stated in their report which is included in Part IV Item 15 of this report

ITEM 9BOTHER INFORMATION

None
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PART III

ITEM 10DIRECTORS EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

Our written Code of Business Conduct and Ethics applies to all of our directors and employees

including our executive officers The Code of Business Conduct and Ethics is available on our website

at http//www.mellanox.com Any changes to or waivers of the Code of Business Conduct and Ethics

will be disclosed on the same website

The other information required by this item will be contained in our definitive proxy statement to

be filed with the SEC in connection with the Annual General Meeting of our Shareholders or the

Proxy Statement which is expected to be filed no later than 120 days after the end of our fiscal year

ended December 31 2012 and is incorporated in this report by reference

ITEM 11EXECUTIVE COMPENSATION

The information required by this item will be set forth in the Proxy Statement and is incorporated

in this report by reference

ITEM 12SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND

RELATED SHAREHOLDER MATTERS

The information required by this item will be set forth in the Proxy Statement and is incorporated

in this report by reference

ITEM 13CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR

INDEPENDENCE

The information required by this item will be set forth in the Proxy Statement and is incorporated

in this report by reference

ITEM 14PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this item will be set forth in the Proxy Statement and is incorporated

in this report by reference
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PART 1V

ITEM 15EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

Documents filed as part of this report

Financial Statements The following financial statements and
report of the independent

registered public accounting firm are included in Item

Page

Report of Independent Registered Public Accounting Firm 67

Consolidated Balance Sheets 68

Consolidated Statements of Operations 69

Consolidated Statements of Comprehensive Income 70

Consolidated Statements of Shareholders Equity 71

Consolidated Statements of Cash Flows 72

Notes to Consolidated Financial Statements 73

Financial Statement Schedules The following financial statement schedules are filed as part of

this report

Schedule IlConsolidated Valuation and Quali1ring Accounts 104

All other schedules have been omitted because they are not applicable or not required or the

information is included in the Consolidated Financial Statements or Notes thereto

Exhibits See Item 15b below Each management contract or compensatory plan or

arrangement required to be filed has been identified

Exhibits
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INDEX TO EXHIBITS

Exhibit No tescrijtion of Ediibit

1.11 Underwriting Agreement dated as of September 20 2011 by and between Mellanox

Technologies Ltd and J.P Morgan Securities LLC as representative of the several

underwriters named therein

2.12 Agreement of Merger dated as of November 29 2010 among Mellanox

Technologies Ltd Mondial Acquisition Corporation Ltd and Voltaire Ltd

3.13 Amended and Restated Articles of Association of Mellanox Technologies Ltd as

amended on May 16 2011

10.14 Mellanox Technologies Ltd 1999 United States Equity Incentive Plan and forms of

agreements relating thereto

10.25 Mellanox Technologies Ltd 1999 Israeli Share Option Plan and forms of agreements

relating thereto

10.36 Mellanox Technologies Ltd 2003 Israeli Share Option Plan and forms of agreements

relating thereto

10.47 Amended Form of Indemnification Undertaking made by and between Mellanox

Technologies Ltd and each of its directors and executive officers as amended on

May 16 2011

10.58 Lease Contract dated May 2001 by and between the Company as tenant and

Shaar Yokneam Registered
Limited Partnership as landlord as amended August 23

2001 as translated from Hebrew

10.69 Mellanox Technologies Ltd Global Share Incentive Plan 2006 and forms of

agreements and appendices relating thereto

10.710 Mellanox Technologies Ltd Non-Employee Director Option Grant Policy

10.811 Form of Mellanox Technologies Ltd Executive Severance Benefits Agreement for

U.S Executives

10.912 Form of Mellanox Technologies Ltd Executive Severance Benefits Agreement for

Israel Executives

10.1013 Mellanox Technologies Ltd Amended and Restated 2006 Employee Share Purchase

Plan

10.1114 Lease Contract dated May 2001 by and between the Company as tenant and

Shaar Yokneam Registered Limited Partnership as landlord as amended May 15

2007 as translated from Hebrew

10.1415 Lease Contract dated May 2001 by and between the Company as tenant and

Shaar Yokneam Registered Limited Partnership as landlord as amended

September 2007 as translated from Hebrew

10.1516 Office Space Lease dated September 30 2008 by and between Oakmead Parkway

Properties Partnership California general partnership as landlord and Mellanox

Technologies Inc as tenant

10.1617 Mellanox Technologies Ltd Global Share Incentive Assumption Plan 2010
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Description of Exhibit

Lease Contract dated March 2011 by and between the Company as tenant and

Shaar Yokneam Registered Limited Partnership as landlord as translated from

Hebrew

21.1 List of Company Subsidiaries

23.1 Consent of PricewaterhouseCoopers LLP independent registered public accounting
firm

24.1 Power of Attorney included on signature page to this annual report on Form 10-K

31.1 Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002

31.2 Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002

32.1 Certification of Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002

32.2 Certification of Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002

XBRL Instance Document

XBRL Taxonomy Extension Schema Document

XBRL Taxonomy Extension Calculation Linkbase Document

XBRL Taxonomy Extension Label Linkbase Document

XBRL Taxonomy Extension Presentation Linkbase Document

XBRL Taxonomy Extension Definition Linkbase Document

Exhibit No

10 1718

101.INS19

101.SCH19

101 .CAL19

101.LAB19

101.PRE19

101.DEF19

Incorporated by reference to Exhibit 1.1 to the Companys Current Report on Form 8-K SEC File

No 001-33299 filed on September 21 2011

Incorporated by reference to Exhibit 2.1 to the Companys Current Report on Form 8-K SEC File

No 001-33299 filed on November 29 2010

Incorporated by reference to Exhibit to the Companys Definitive Proxy Statement on
Schedule 14A File No 001-33299 filed on April 11 2011

Incorporated by reference to Exhibit 10.1 to the Companys Registration Statement on Form S-i

SEC File No 333-137659 filed on September 28 2006

Incorporated by reference to Exhibit 10.2 to the Companys Registration Statement on Form 5-1

SEC File No 333-137659 filed on September 28 2006

Incorporated by reference to Exhibit 10.3 to the Companys Registration Statement on Form S-i

SEC File No 333-137659 filed on September 28 2006

Incorporated by reference to Exhibit to the Companys Definitive proxy statement on

Schedule 14A File No 001-33299 filed on April 11 2011

Incorporated by reference to Exhibit 10.9 to Amendment No to the Companys Registration
Statement on Form S-i SEC File No 333-137659 filed on November 14 2006
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Incorporated by reference to Exhibit 10.10 to Amendment No to the Companys Registration

Statement on Form S-i SEC File No 333-137659 filed on November 14 2006

10 Incorporated by reference to Exhibit 10.11 to Amendment No to the Companys Registration

Statement on Form 5-1 SEC File No 333-137659 filed on November 14 2006

11 Incorporated by reference to Exhibit 10.12 to Amendment No to the Companys Registration

Statement on Form S-i SEC File No 333-137659 filed on November 14 2006

12 Incorporated by reference to Exhibit 10.13 to Amendment No to the Companys Registration

Statement on Form S-i SEC File No 333-137659 filed on November 14 2006

13 Incorporated by reference to Appendix to the Companys Definitive Proxy Statement on

Schedule 14A SEC File No 001-33299 filed on April 19 2012

14 Incorporated by reference to Exhibit 10.13 to the Companys Annual Report on Form 10-K SEC

File No 001-33299 filed on March 24 2008

15 Incorporated by reference to Exhibit 10.14 to the Companys Annual Report on Form 10-K SEC

File No 001-33299 filed on March 24 2008

16 Incorporated by reference to Exhibit 10.1 to the Companys Quarterly Report on Form 10-Q SEC

File No 001-33299 filed on November 2008

17 Incorporated by reference to Exhibit 10.1 to the Companys Current Report on Form 8-K SEC

File No 001-33299 filed on February 2011

18 Incorporated by reference to Exhibit 10.17 to the Companys Annual Report on Form 10-K SEC

File No 001-33299 filed on March 2011

19 Pursuant to Rule 406T of SEC Regulation S-T these interactive data files are deemed not filed or

part of registration statement or prospectus for purposes of Section 11 or 12 of the Securities

Act of 1933 as amended and are deemed not filed for the purpose of Section 18 of the Securities

Exchange Act of 1934 as amended and otherwise are not subject to liability under these sections

Indicates management contract or compensatory plan contract or arrangement
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Mellanox Technologies Ltd

In our opinion the accompanying consolidated balance sheets and the related consolidated

statements of operations of comprehensive income of shareholders equity and of cash flows present

fairly in all material respects the financial position of Mellanox Technologies Ltd and its subsidiaries

at December 31 2012 and December 31 2011 and the results of their operations and their cash flows

for each of the three years in the period ended December 31 2012 in conformity with accounting

principles generally accepted in the United States of America In addition in our opinion the financial

statement schedule listed in the index appearing under Item 15 presents fairly in all material respects

the information set forth therein when read in conjunction with the related consolidated financial

statements Also in our opinion the Company maintained in all material respects effective internal

control over financial reporting as of December 31 2012 based on criteria established in Internal

ControlIntegrated Framework issued by the Committee of Sponsoring Organizations of the Treadway

Commission COSO The Companys management is responsible for these financial statements and

financial statement schedule for maintaining effective internal control over financial reporting and for

its assessment of the effectiveness of internal control over financial reporting included in

Managements Report on Internal Control over Financial Reporting appearing under Item 9A Our

responsibility is to express opinions on these financial statements on the financial statement schedule

and on the Companys internal control over financial reporting based on our integrated audits We
conducted our audits in accordance with the standards of the Public Company Accounting Oversight

Board United States Those standards require that we plan and perform the audits to obtain

reasonable assurance about whether the financial statements are free of material misstatement and

whether effective internal control over financial reporting was maintained in all material respects Our

audits of the financial statements included examining on test basis evidence supporting the amounts

and disclosures in the financial statements assessing the accounting principles used and significant

estimates made by management and evaluating the overall financial statement presentation Our audit

of internal control over financial reporting included obtaining an understanding of internal control over

financial reporting assessing the risk that material weakness exists and testing and evaluating the

design and operating effectiveness of internal control based on the assessed risk Our audits also

included performing such other procedures as we considered
necessary in the circumstances We believe

that our audits provide reasonable basis for our opinions

companys internal control over financial reporting is process designed to provide reasonable

assurance regarding the reliability of financial reporting and the preparation of financial statements for

external purposes in accordance with generally accepted accounting principles companys internal

control over financial reporting includes those policies and procedures that pertain to the

maintenance of records that in reasonable detail accurately and fairly reflect the transactions and

dispositions of the assets of the company ii provide reasonable assurance that transactions are

recorded as necessary
to permit preparation of financial statements in accordance with generally

accepted accounting principles and that receipts and expenditures of the company are being made only

in accordance with authorizations of management and directors of the company and iii provide

reasonable assurance regarding prevention or timely detection of unauthorized acquisition use or

disposition of the companys assets that could have material effect on the financial statements

Because of its inherent limitations internal control over financial reporting may not prevent or

detect misstatements Also projections of any evaluation of effectiveness to future periods are subject

to the risk that controls may become inadequate because of changes in conditions or that the degree

of compliance with the policies or procedures may deteriorate

Is PricewaterhouseCoopers LLP

San Jose California

February 25 2013
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MELLANOX TECHNOLOGIES LTD

CONSOLIDATED BALANCE SHEETS

December 31

2012 2011

In thousands except

per share data

ASSETS

Current assets

Cash and cash equivalents
$117054 $181258

Short-term investments 302593 52373

Restricted cash 3229 4452

Accounts receivable net 58516 48215

Inventories 43318 24955

Deferred taxes and other current assets 15616 7373

Total current assets 540326 318626

Property and equipment net 62375 36806

Severance assets 8907 7767

Intangible assets net 16134 25657

Goodwill 132885 132885

Deferred taxes and other long-term assets 10419 8289

Total assets $771046 $530030

LIABILITIES AND SHAREHOLDERS EQUITY

Current liabilities

Accounts payable 37431 30132

Accrued liabilities 57879 31091

Deferred revenue 12018 5571

Capital lease liabilities current 1253 299

Total current liabilities 108581 67093

Accrued severance 11821 10433

Deferred revenue 8366 3664

Capital lease liabilities 2835 279

Other long-term liabilities 11635 6214

Total liabilities 143238 87683

Commitments and Contingencies Note
Shareholders equity

Ordinary shares NIS 0.0175 par value 137143 shares authorized 42596 and

39735 shares issued and outstanding at December 31 2012 and 2011

respectively
178 165

Additional paid-in capital
488365 418255

Accumulated other comprehensive income loss 2794 1164

Retained earnings
136471 25091

Total shareholders equity
627808 442347

Total liabilities and shareholders equity $771046 $530030

The accompanying notes are an integral part of these consolidated financial statements
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Total revenues

Cost of revenues

Gross profit

Operating expenses

Research and development
Sales and marketing

General and administrative

Total operating expenses

Income from operations

Other income loss net

Income before taxes on income

Provision for taxes on income

Net income

Net income per sharebasic

Net income per sharediluted

MELLANOX TECHNOLOGIES LTD

CONSOLIDATED STATEMENTS OF OPERATIONS

Shares used in computing income per share

Basic

Diluted

The accompanying notes are an integral part
of these consolidated financial statements

Year Ended December 31

2012 2011 2010

In thousands except per share data

$259251 $154640$500799

157936

342863

138946

61068

24541

224555

118308

1259

119567

8187

$111380

2.70

2.54

92015

167236

92508

40366

21769

154643

12593

759

13352

3375

9977

0.28

0.26

40550

114090

56804

22104

11744

90652

23438

135

23303

9763

$13540

0.40

0.38

41308 36263 33591

43901 38562 35483
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MELLANOX TECHNOLOGIES LTD

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Net income

Other comprehensive income loss net of tax

Change in unrealized gains/losses on available-for-sale securities

net 133
Change in unrealized gains/losses on derivative contracts net 4091

______

Total comprehensive income net of tax $115338

Year Ended December 31

2012 2011 2010

In thousands except per share data

$111380 9977 $13540

109 90

_______ 2009 677

7859 $14127

The accompanying notes are an integral part of these condensed consolidated financial statements
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MELLANOX TECHNOLOGIES LTD

CONSOLIDATED STATEMENTS OF SHAREHOLDERS EQUITY

Balance at December 31 2009

Net income

Unrealized losses on available-for-sale

securities net of taxes

Unrealized gains on derivative

contracts net of taxes

Comprehensive net income

Share-based compensation

Exercise of share options

Issuance of shares pursuant to

employee share purchase plan

Income tax benefit from share options

exercised

Balance at December 31 2010

Net income

Unrealized losses on available-for-sale

securities net of taxes

Unrealized losses on derivative

contracts net of taxes

Comprehensive net income

Share-based compensation

Exercise of share awards

Issuance of shares pursuant to

employee share purchase plan

Issuance of shares in connection with

public offering

Share-based compensation related to

acquisitions

Income tax benefit from share options

exercised

Balance at December 31 2011

Net income

Unrealized losses on available-for-sale

securities net of taxes

Unrealized gains on derivative

contracts net of taxes

Comprehensive net income

Share-based compensation

Exercise of share awards

Issuance of shares pursuant to

employee share purchase pian

Income tax benefit from share options

exercised

Balance at December 31 2012

Total

Shareholders

Equity

$242883

13540

90

677

14127

14101

6892

2586

1101

$281690

9977

109

2009

7859

21412

14000

4455

104217

6303

2411

$442347

111380

133

4091

115338

35019

23688

6275

$15114

9977

Accumulated

Additional Other
Ordinary Shares

Paid-in Comprehensive Retained

Shares Amount Capital Income loss Earnings

In thousands except share data

32681773 $135 $240807 367 1574

13540

90

677

14101

1349891 6886

199540 2586

1101

34231204 $141 $265481 954

109

2009

21412

1810582 13993

243256 4454

3450000 16 104201

6303

2411

39735042 $165 $418255 $1164

133

4091

35019

2641607 12 23676

219613 6274

5141

42596262 $178 $488365 2794

25091

111380

The accompanying notes are an integral part of these consolidated financial statements

$136471

5141

$627808
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MELLANOX TECHNOLOGIES LTD

CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31

2012 2011 2010

In thousands

Cash flows from operating activities

Net income $111380 9977 13540

Adjustments to reconcile net income to net cash provided by operating

activities

Depreciation and amortization 23868 19745 5777

Deferred income taxes 3454 228 7379

Share-based compensation
35019 21412 14101

Gain on investments 896 15 25
Excess tax benefit from share-based compensation 5141 2411 1101

Changes in assets and liabilities net of effect of acquisition

Accounts receivable 10301 15899 525

Inventories 19436 8639 2951

Prepaid expenses
and other assets 3239 513 689

Accounts payable
3430 21065 2249

Accrued liabilities and other liabilities 51259 18645 5547

Net cash provided by operating activities 182489 63139 41232

Cash flows from investing activities

Acquisition of Voltaire Ltd net of cash acquired of $3961 203704

Purchase of severance-related insurance policies 783 832 789

Purchase of short-term investments 328998 45600 182615

Proceeds from sales of short-term investments 14860 149889 157377

Proceeds from maturities of short-term investments 64683 12128 50628

Purchase of property and equipment 30544 24680 11395

Increase in restricted cash deposit 1327 1700

Purchase of equity investment in private company 1424 135

Net cash used in provided by investing activities 280879 114499 13071

Cash flows from financing activities

Proceeds from public offering net 104201

Principal payments on capital lease obligations 918 459 528

Proceeds from exercise of share awards 29963 18471 9478

Excess tax benefit from share-based compensation 5141 2411 1101

Net cash provided by financing activities 34186 124624 10051

Net decrease increase in cash and cash equivalents 64204 73264 64354

Cash and cash equivalents at beginning of period
181258 107994 43640

Cash and cash equivalents at end of period $117054 $181258 $107994

Supplemental disclosures of cash flow information

Interest paid

Income taxes paid
852 469 1550

Supplemental disclosure of noncash investing and financing activities

Software acquired under capital leases 4428 563

Unpaid property and equipment
3869

Inventory capitalization
1073 562

Vested share awards issued in connection with the Voltaire acquisition 6303

The accompanying notes are an integral part
of these consolidated financial statements
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MELLANOX TECHNOLOGIES LTD

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Company

Mellanox Technologies Ltd an Israeli corporation the Company or Mellanox was

incorporated and commenced operations in March 1999 Mellanox is supplier of high-performance

semiconductor interconnect products for computing storage and communications applications

Principles of presentation

The consolidated financial statements include the Companys accounts as well as those of its wholly

owned subsidiaries after the elimination of all significant intercompany balances and transactions

In February 2011 the Company completed its acquisition of Voltaire Ltd Voltaire an Israeli-

based public company pursuant to an Agreement of Merger the Merger Agreement dated

November 29 2010 The consolidated financial statements include the results of operations of Voltaire

commencing as of the acquisition date

Risks and uncertainties

The Company is subject to all of the risks inherent in company which operates in the dynamic

and competitive semiconductor industry Significant changes in any of the following areas could have

materially adverse impact on the Companys financial position and results of operations unpredictable

volume or timing of customer orders ordered product mix the sales outlook and purchasing patterns

of the Companys customers based on consumer demands and general economic conditions loss of one

or more of the Companys customers decreases in the average selling prices of products or increases in

the average cost of finished goods the availability pricing and timeliness of delivery of components

used in the Companys products reliance on limited number of subcontractors to manufacture

assemble package and production test the Companys products the Companys ability to successfully

develop introduce and sell new or enhanced products in timely manner product obsolescence and

the Companys ability to manage product transitions and the timing of announcements or introductions

of new products by the Companys competitors

Use of estimates

The preparation of financial statements in accordance with accounting principles generally

accepted in the United States of America or GAAP requires management to make estimates and

assumptions that affect the reported amounts of assets and liabilities at the dates of the financial

statements and the reported amounts of net revenue and expenses in the reporting periods The

Company regularly evaluates estimates and assumptions related to revenue recognition allowances for

doubtful accounts sales returns and allowances investment valuation warranty reserves inventory

reserves share-based compensation expense long-term asset valuations goodwill and purchased

intangible asset valuation deferred income tax asset valuation uncertain tax positions litigation and

other loss contingencies These estimates and assumptions are based on current facts historical

experience and various other factors that the Company believes to be reasonable under the

circumstances the results of which form the basis for making judgments about the carrying values of

assets and liabilities and the recording of revenue costs and expenses that are not readily apparent

from other sources The actual results that the Company experiences may differ materially and

adversely from the Companys original estimates To the extent there are material differences between

the estimates and actual results the Companys future results of operations will be affected
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MELLANOX TECHNOLOGIES LTD

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Continued

NOTE 1THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Continued

Cash and cash equivalents

The Company considers all highly liquid investments with maturity of three months or less from

the date of purchase to be cash equivalents Cash and cash equivalents consist of cash on deposit with

banks money market funds government agency discount notes foreign government bonds corporate

bonds and commercial paper

Short-term investments

The Companys short-term investments are classified as available-for-sale securities and are

reported at fair value Unrealized gains or losses are recorded in shareholders equity and included in

other comprehensive income or OCT The Company views its available-for-sale portfolio as available

for use in its current operations Accordingly the Company has classified all investments in available

for sale securities with readily available markets as short-term even though the stated maturity date

may be one year or more beyond the current balance sheet date because of the intent and ability to

sell these securities prior to maturity to meet liquidity needs or as part of risk management program

Restricted cash and deposits

The Company maintains certain cash amounts restricted as to withdrawal or use The Company

maintained balance of $0.7 million and $1.9 million at December 31 2012 and December 31 2011

respectively that represented tenants security deposits restricted due to the tenancy agreements and

$2.6 million at both December 31 2012 and December 31 2011 that represented security deposits

restricted due to foreign exchange management agreements with two banks

The restricted deposits are presented at their cost including accrued interest at rates of

approximately 1.5% per annum

Fair value of financial instruments

The Companys financial instruments consist of cash equivalents short-term investments and

foreign currency forward contracts The fair value of financial instrument is the amount that would be

received in an asset sale or paid to transfer liability in an orderly transaction between unaffiliated

market participants The Company believes that the carrying amounts of the financial instruments

approximate their respective fair values The Company regularly reviews its investment portfolio to

identify and evaluate investments that have indications of possible impairment Factors considered in

determining whether loss is temporary include the length of time and extent to which fair value has

been lower than the cost basis the financial condition credit quality and near-term prospects of the

issuer and whether it is more likely than not that the Company will be required to sell the security

prior to any anticipated recovery in fair value When there is no readily available market data fair

value estimates may be made by the Company which may not necessarily represent the amounts that

could be realized in current or future sale of these assets

Derivatives

The Company recognizes derivative instruments as either assets or liabilities and measures those

instruments at fair value The accounting for changes in the fair value of derivative depends on the
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MELLANOX TECHNOLOGIES LTD

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Continued

NOTE 1THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Continued

intended use of the derivative and the resulting designation The Company enters into forward

contracts designated as cash flow hedges For derivative instrument designated as cash flow hedge
the effective portion of the derivatives gain or loss is initially reported as component of accumulated

OCI and subsequently reclassified into earnings when the hedged exposure affects earnings

Concentration of credit risk

Financial instruments that potentially subject the Company to concentration of credit risk consist

of cash cash equivalents short-term investments and accounts receivable Cash equivalents and

short-term investments balances are maintained with high quality financial institutions the composition

and maturities of which are regularly monitored by management The Companys accounts receivable

are derived from revenue earned from customers located in North America Europe and Asia The

Company performs ongoing credit evaluations of its customers financial condition and generally

requires no collateral from its customers The Company maintains an allowance for doubtful accounts

receivable based upon the expected collectibility of accounts receivable The Company reviews its

allowance for doubtful accounts quarterly by assessing individual accounts receivable over specific

aging and amount and all other balances based on historical collection experience and an economic

risk assessment If the Company determines that specific customer is unable to meet its financial

obligations to the Company the Company provides an allowance for credit losses to reduce the

receivable to the amount management reasonably believes will be collected

The following table summarizes the revenues from customers including original equipment

manufacturers in excess of 10% of the total revenues

Year Ended

December 31

2012 2011 2010

Hewlett-Packard 20% 19% 15%
IBM 19% 17%
Dell 12%

Less than 10%

The following table summarizes the accounts receivable balance in excess of 10% of the total

accounts receivable

December 31 December 31
2012 2011

IBM 21% 18%

Hewlett Packard 17%

Less than 10%

At December 31 2012 and December 31 2011 based on information filed with the SEC or

reported to us Oracle held approximately 3.8 million ordinary shares of Mellanox Sales to Oracle

mainly through its contract manufacturers during 2012 and 2011 were $28.1 million and $18.3 million
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MELLANOX TECHNOLOGIES LTD

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Continued

NOTE 1THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Continued

respectively and were conducted at arms-length At December 31 2012 and 2011 accounts receivable

from Oracle totaled $0.2 million and less than $0.1 million respectively

Inventory

Inventory includes finished goods work-in-process and raw materials Inventory is stated at the

lower of cost principally standard cost which approximates actual cost on first-in first-out basis or

market value Reserves for potentially excess and obsolete inventory are made based on managements

analysis of inventory levels future sales forecasts and market conditions Once established the original

cost of the Companys inventory less the related inventory reserve represents the new cost basis of such

products

Property and equipment

Property and equipment are stated at cost net of accumulated depreciation Depreciation and

amortization is generally calculated using the straight-line method over the estimated useful lives of the

related assets which is three to five years for computers software license rights and other electronic

equipment and seven to fifteen years for office furniture and equipment Leasehold improvements and

assets acquired under capital leases are amortized on straight-line basis over the term of the lease or

the useful lives of the assets whichever is shorter Maintenance and repairs are charged to expense as

incurred and improvements are capitalized When assets are retired or otherwise disposed of the cost

and accumulated depreciation or amortization are removed from the accounts and any resulting gain or

loss is reflected in the results of operations in the period realized

Business combinations

The Company accounts for business combinations using the acquisition method of accounting The

Company determines the recognition of intangible assets based on the following criteria the

intangible asset arises from contractual or other rights or ii the intangible asset is separable or

divisible from the acquired entity and capable of being sold transferred licensed returned or

exchanged The Company allocates the purchase price of business combinations to the tangible assets

liabilities and intangible assets acquired including in-process research and development IPRD
based on their estimated fair values The excess purchase price over those fair values is recorded as

goodwill The
process

of estimating the fair values requires significant estimates especially with respect

to intangible assets Critical estimates in valuing certain intangible assets include but are not limited to

future expected cash flows from customer contracts customer lists and distribution agreements

acquired developed technologies expected costs to develop IPRD into commercially viable products

estimated cash flows from projects when completed and discount rates The Company estimates fair

value based upon assumptions that are believed to be reasonable but which are inherently uncertain

and unpredictable and as result actual results may differ from estimates Other estimates associated

with the accounting for acquisitions may change as additional information becomes available regarding

the assets acquired and liabilities assumed
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MELLANOX TECHNOLOGIES LTD

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Continued

NOTE 1THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Continued

Goodwill and intangible assets

Goodwill represents the excess of the cost of acquired businesses over the fair market value of

their identifiable net assets The Company conducts goodwill impairment qualitative assessment

during the fourth quarter of each fiscal year or more frequently if facts and circumstances indicate that

goodwill may be impaired The goodwill impairment qualitative assessment requires the Company to

perform an assessment to determine if it is more likely than not that the fair value of the business is

less than its carrying amount The qualitative assessment considers various factors including the

macroeconomic environment industry and market specific conditions market capitalization stock price

financial performance earnings multiples budgeted-to-actual revenue performance from prior year

gross margin and cash flow from operating activities and issues or events specific to the business If

adverse qualitative trends are identified that could negatively impact the fair value of the business the

Company performs two step goodwill impairment test The step one goodwill impairment test

requires the Company to estimate the fair value of its business and certain assets and liabilities Step
two of the process is only performed if potential impairment exists in step one and involves

determining the difference between the fair value of the reporting units net assets other than goodwill

to the fair value of the reporting unit If the difference is less than the net book value of goodwill an

impairment exists and is recorded As of December 31 2012 the Companys assessment of goodwill

impairment indicated that goodwill in the reporting unit was not impaired

Intangible assets primarily represent acquired intangible assets including developed technology

customer relationships and IPRD The Company amortizes its intangible assets over their useful lives

using method that reflects the pattern in which the economic benefits of the intangible assets are

consumed or otherwise used or if that pattern cannot be reliably determined using straight-line

amortization method The Company capitalizes IPRD projects acquired as part of business

combination On completion of each project IPRD assets are reclassified to developed technology

and amortized over their estimated useful lives If any of the IPRD projects are abandoned the

Company would be required to impair the related IPRD asset

Intangible assets are tested for impairment when indicators of impairment exist The Company first

assesses qualitative factors to determine if it is more likely than not that an indefinite-lived intangible

asset is impaired and whether it is necessary to perform quantitative impairment test The qualitative

assessment considers various factors including reductions in demand the abandonment of IPRD
projects or significant economic slowdowns in the semiconductor industry and macroeconomic

environment If adverse qualitative trends are identified that could negatively impact the fair value of

the asset then quantitative impairment tests are performed to determine whether the carrying value of

an asset is impaired based on comparisons to undiscounted expected future cash flows If this

comparison indicates that there is impairment the impaired asset is written down to fair value which is

typically calculated using quoted market prices or ii discounted expected future cash flows

utilizing an appropriate discount rate Impairment is based on the excess of the carrying amount over

the fair value of those assets As of December 31 2012 the Companys assessment of intangibles

indicated that intangible assets were not impaired
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MELLANOX TECHNOLOGIES LTD

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Continued

NOTE 1THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Continued

Investments

The Company has an equity investment in privately-held company This investment is recorded at

cost reduced by any impairment write-downs because the Company does not have the ability to exercise

significant influence over the operating and financial policies of the company The investment is

included in other long-term assets on the accompanying balance sheets The Company monitors the

investment and if facts and circumstances indicate that the investment may be impaired then it

conducts an impairment test of its investment To determine if the investment is recoverable it reviews

the privately-held companys revenue and earnings trends relative to pre-defined milestones and overall

business prospects the general market conditions in its industry and other factors related to its ability

to remain in business such as liquidity and receipt of additional funding

Impairment of long-lived assets

Long-lived assets include equipment and furniture and fixtures Long-lived assets are reviewed for

impairment whenever events or changes in circumstances indicate that the carrying amount of the

assets may not be fully recoverable If the sum of the expected future cash flows undiscounted and

without interest charges from the long-lived assets is less than the carrying amount of such assets an

impairment loss would be recognized and the assets would be written down to their estimated fair

values The Company reviews for possible impairment on regular basis

Revenue recognition

The Company recognizes revenue from the sales of products when all of the following criteria are

met persuasive evidence of an arrangement exists delivery has occurred the price is fixed

or determinable and collection is reasonably assured The Company uses binding purchase order

or signed agreement as evidence of an arrangement Delivery occurs when goods are shipped and

title and risk of loss transfer to the customer The Companys standard arrangement with its customers

typically includes freight-on-board shipping point no right of return and no customer acceptance

provisions The customers obligation to pay and the payment terms are set at the time of shipment and

are not dependent on the subsequent resale of the product The Company determines whether

collectibility is probable on customer-by-customer basis When assessing the probability of collection

the Company considers the number of
years

the customer has been in business and the history of the

Companys collections Customers are subject to credit review process
that evaluates the customers

financial positions and ultimately their ability to pay If it is determined at the outset of an

arrangement that collection is not probable no product is shipped and no revenue is recognized unless

cash is received in advance

The Company maintains inventory or hub arrangements with certain customers Pursuant to these

arrangements the Company delivers products to customer or designated third party
warehouse

based upon the customers projected needs but does not recognize product revenue unless and until

the customer reports it has removed the Companys product from the warehouse to be incorporated

into its end products
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MELLANOX TECHNOLOGIES LTD

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Continued

NOTE 1THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Continued

Multiple Element Arrangements Excluding Software

For revenue arrangements that contain multiple deliverables judgment is required to properly

identify the accounting units of the transactions and to determine the manner in which revenue should

be allocated among the accounting units Moreover judgment is used in interpreting the commercial

terms and determining when all criteria of revenue recognition have been met for each deliverable in

order for revenue recognition to occur in the appropriate accounting period While changes in the

allocation of the arrangement consideration between the units of accounting will not affect the amount

of total revenue recognized for particular sales arrangement any material changes in these allocations

could impact the timing of revenue recognition which could affect its results of operations When the

Company enters into an arrangement that includes multiple elements the allocation of value to each

element is derived based on managements best estimate of selling price when vendor specific evidence

or third party evidence is unavailable

Multzple Element Arrangements Including Software

For multiple element arrangements that include combination of hardware software and services

such as post-contract customer support the arrangement consideration is first allocated among the

accounting units before revenue recognition criteria are applied If an arrangement includes

undelivered elements that are not essential to the functionality of the delivered elements the Company
defers revenue for the undelivered elements based on their fair value The fair value for undelivered

software elements is based on vendor specific evidence If the undelivered elements are essential to the

functionality of the delivered elements no revenue is recognized The revenue from fixed-price support

or maintenance contracts including extended warranty contracts and software post-contract customer

support agreements are recognized ratably over the contract period and the costs associated with these

contracts are recognized as incurred

Distributor Revenue

portion of the Companys sales are made to distributors under agreements which contain

limited right to return unsold product and price protection provisions The Company recognizes

revenue from these distributors based on the sell-through method using inventory and point of sale

information provided by the distributor Additionally the Company maintains accruals and allowances

for price protection and cooperative marketing programs The Company classifies the costs of these

programs based on the identifiable benefit received as either reduction of revenue cost of revenues

or an operating expense

Deferred Revenue and Income

The Company defers revenue and income when advance payments are received from customers

before performance obligations have been completed and/or services have been performed Deferred

revenue does not include amounts from products delivered to distributors that the distributors have not

yet sold through to their end customers
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MELLANOX TECHNOLOGIES LTD

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Continued

NOTE 1THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Continued

Shipping and Handling

Costs incurred for shipping and handling expenses to customers are recorded as cost of revenues

To the extent these amounts are billed to the customer in sales transaction the Company records the

shipping and handling fees as revenue

Product warranty

The Company typically offers limited warranty for its products for periods up to three years The

Company accrues for estimated returns of defective products at the time revenue is recognized based

on prior historical activity The determination of these accruals requires the Company to make

estimates of the frequency and extent of warranty activity and estimated future costs to either replace

or repair the products under warranty If the actual warranty activity and/or repair and replacement

costs differ significantly from these estimates adjustments to record additional cost of revenues may be

required in future periods Changes in the Companys liability for product warranty during the years

ended December 31 2012 and 2011 are as follows

December 31

2012 2011

In thousands

Balance beginning of the period $1097 807

New warranties issued during the period 5697 922

Reversal of warranty reserves 813 33
Settlements during the period 1534 599

Balance end of the period
4447 $1097

Research and development

Costs incurred in research and development are charged to operations as incurred including mask

sets The Company expenses all costs for internally developed patents as incurred Total research and

development operating expenses reported in the Consolidated Statement of Operations for the years

ended December 31 2012 2011 and 2010 were $138.9 million $92.5 million and $56.8 million

respectively

Advertising

Costs related to advertising and promotion of products are charged to sales and marketing expense

as incurred Advertising expense was approximately $1.1 million $0.4 million and $0.3 million for the

years ended December 31 2012 2011 and 2010 respectively

Share-based compensation

The Company has share incentive plans under which incentive share options awards have been

granted to employees and non-qualified share option awards have been granted to employees and

non-employee members of the Board of Directors The Company also has an employee share purchase

plan for all eligible employees In 2010 the Company began granting restricted share units RSUs to
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Continued

NOTE 1THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Continued

employees and non-employee members of the Board of Directors The Company accounts for share-

based compensation expense based on the estimated fair value of the share awards as of the grant

dates

The Company estimates the fair value of share option awards using the Black-Scholes option

valuation model which requires the input of subjective assumptions including the expected share price

volatility the calculation of expected term and the fair value of the underlying ordinary share on the

date of grant among other inputs Share compensation expense is recognized on straight-line basis

over each recipients requisite service period which is generally the
vesting period

The Company bases its estimate of expected volatility on combination of historical volatility of

the Company stock and reported market value data for group of publicly traded companies which

were selected from market indices that it believes would be indicators of its future share price volatility

after consideration of their size stage of lifecycle profitability growth risk and return on investment

The Company calculates the expected term of its option awards using the simplified method as

prescribed by the authoritative guidance The expected term for newly granted awards is approximately
6.25 years

Share-based compensation expense is recorded net of estimated forfeitures Forfeitures are

estimated at the time of grant and this estimate is revised if necessary in subsequent periods If the

actual number of forfeitures differs from the estimate adjustments may be required to share-based

compensation expense in future periods

The fair value of RSUs is based on the closing market price of the Companys ordinary shares on

the date of grant Share compensation expense is recognized on straight-line basis over each

recipients requisite service period which is generally the vesting period

Comprehensive income loss

Accumulated other comprehensive income loss net of tax on the consolidated balance sheets at

December 31 2012 and 2011 represents the accumulated unrealized gains losses on available-for-sale

securities and the accumulated unrealized gains losses related to derivative instruments accounted for

as cash flow hedges The amount of income tax expense allocated to unrealized gain on

available-for-sale securities and hedging activities was not material at December 31 2012 and 2011

Foreign currency translation

The Company uses the U.S dollar as its functional currency Foreign currency assets and liabilities

are remeasured into U.S dollars at the end-of-period exchange rates except
for non-monetary assets

and liabilities which are remeasured at historical exchange rates Revenue and expenses are

remeasured each day at the exchange rate in effect on the day the transaction occurred except for

those expenses related to balance sheet amounts which are remeasured at historical exchange rates

Gains or losses from foreign currency transactions are included in the Consolidated Statements of

Operations as part
of Other income loss net
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Net income per share

Basic and diluted net income per share is computed by dividing the net income for the period by

the weighted average number of ordinary shares outstanding during the period The calculation of

diluted net income per share excludes potential ordinary shares if the effect is anti-dilutive Potential

ordinary shares are comprised of ordinary shares subject to repurchase rights and incremental ordinary

shares issuable upon the exercise of share options

The following table sets forth the computation of basic and diluted net income per share for the

periods indicated

Year Ended December 31

2012 2011 2010

In thousands except per share data

Net income $111380 9977 $13540

Basic and diluted shares

Weighted average ordinary shares outstanding

used to compute basic net income per share 41308 36263 33591

Dilutive effect of employee share option and

purchase plan
2593 2299 1892

Shares used to compute diluted net income per

share 43901 38562 35483

Net income per sharebasic 2.70 0.28 0.40

Net income per sharediluted 2.54 0.26 0.38

The Company excluded 0.3 million 0.5 million and 0.4 million outstanding options for the years
ended

December 31 2012 2011 and 2010 respectively and 15451 and 27033 outstanding restricted share

units for the years ended December 31 2012 and December 31 2011 from the computation of diluted

net income per share because including them would have had an anti-dilutive effect There were no

anti-dilutive restricted share units for the year ended December 31 2010 which was the
year

the

Company began granting restricted share units

Segment reporting

The Company has one reportable segment the development manufacturing marketing and sales

of inter-connect semiconductor products

Income taxes

To prepare the Companys consolidated financial statements the Company estimates its income

taxes in each of the jurisdictions
in which it operates This process

involves estimating the Companys

actual tax exposure together with assessing temporary differences resulting from the differing treatment

of certain items for tax and accounting purposes These differences result in deferred tax assets and

liabilities which are included within the Companys consolidated balance sheet

The Company must also make judgments regarding the realizability of deferred tax assets The

carrying value of the Companys net deferred tax asset is based on its belief that it is more likely than

not that the Company will generate sufficient future taxable income in certain jurisdictions to realize

these deferred tax assets valuation allowance has been established for deferred tax assets which the
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Company does not believe meet the more likely than not criteria The Companys judgments

regarding future taxable income may change due to changes in market conditions changes in tax laws

tax planning strategies or other factors If the Companys assumptions and consequently its estimates

change in the future the valuation allowances it has established may be increased or decreased

resulting in respective increase or decrease in income tax expense The Companys effective tax rate

is highly dependent upon the geographic distribution of its worldwide earnings or losses the tax

regulations and tax holidays in each geographic region the availability of tax credits and carryforwards

and the effectiveness of its tax planning strategies

Income tax positions must meet more-likely-than-not recognition threshold to be recognized

Income tax positions that previously failed to meet the more-likely-than-not threshold are recognized in

the first subsequent financial reporting period in which that threshold is met Previously recognized tax

positions that no longer meet the more-likely-than-not threshold are derecognized in the first

subsequent financial reporting period in which that threshold is no longer met The Company

recognizes potential accrued interest and penalties related to unrecognized tax benefits within the

consolidated statements of income as income tax expense

Recent accounting pronouncements

Effective January 2012 the Company adopted the authoritative guidance issued by the Financial

Accounting Standards Board FASB in May 2011 on fair value measurements that clarifies the

application of existing guidance and disclosure requirements changes certain fair value measurement

principles and requires additional disclosures about fair value measurements The adoption of this

guidance had no impact on the Companys consolidated financial statements

Effective January 2012 the Company adopted the authoritative guidance issued by the FASB in

June 2011 regarding the presentation of comprehensive income The new standard requires companies

to present net income and other comprehensive income in one continuous statement or in two

separate but consecutive statements The adoption of this guidance had no impact on the Companys
consolidated financial statements

Effective October 2012 the Company adopted the authoritative guidance issued by the FASB in

July 2012 regarding the updated guidance on the periodic testing of indefinite-lived intangible assets

for impairment This guidance provides companies the option to first assess qualitative factors to

determine if it is more likely than not that an indefinite-lived intangible asset is impaired and whether

it is necessary to perform an annual quantitative impairment test The adoption of this guidance had no

impact on the Companys consolidated financial statements

On February 2013 the FASB issued authoritative guidance related to reclassifications out of

accumulated OCI Under the amendments in this update an entity is required to report in one place

information about reclassifications out of accumulated OCT and to report changes in its accumulated

OCI balances For significant items reclassified out of accumulated OCT to net income in their entirety

in the same reporting period reporting is required about the effect of the reclassifications on the

respective line items in the statement where net income is presented For items that are not reclassified

to net income in their entirety in the same reporting period cross reference to other disclosures

currently required under GAAP is required in the notes This guidance is effective prospectively for

reporting periods beginning after December 15 2012 The Company will provide the required

disclosures beginning in the first quarter of fiscal
year

2013 and does not expect the adoption of this

guidance to have significant impact on its consolidated results of operations and financial condition
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December 31 December 31

2012 2011

In thousands

Accounts receivable net

Accounts receivable 59155 48772

Less allowance for doubtful accounts 639 557

58516 48215

Inventories

Raw materials 6240 5983

Work-in-process 4667 4705

Finished goods 32411 14267

43318 24955

Deferred taxes and other current assets

Prepaid expenses
5346 2406

Forward contracts receivable 2942

Deferred taxes 3813 1126

VAT receivable 3000 1919

Other 515 1922

$15616 7373

Property and equipment net

Computer equipment and software 80203 49157

Furniture and fixtures 3890 2865

Leasehold improvements 26590 18899

110683 70921

Less Accumulated depreciation and amortization 48308 34115

62375 36806

Deferred taxes and other long-term assets

Equity investments in private companies 4424 3000

Deferred taxes 2083 1316

Restricted cash 3388 3317

Other assets
524 656

$10419 8289

Accrued liabilities

Payroll and related expenses
37067 $15018

Accrued expenses
10104 6026

Product warranty liability
4447 1097

Forward contracts payable
1149

Development project
640 3000

Other 5621 4801

57879 31091

Other long-term liabilities

Income tax payable 8838 3365

Deferred rent 2797 2849

$11635 6214
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On February 2011 the Company acquired Voltaire Ltd Voltaire an Israeli-based public

company pursuant to an Agreement of Merger the Merger Agreement dated November 29 2010

The Companys allocation of .the total purchase price is summarized below in thousands

Purchase price allocation

Current assets

Other long-term assets

Intangible assets

Goodwill

$52131

10875

36052

132885

231943

11369
6606

17975

Total purchase price allocation $213968

Intangible assets acquired and their respective estimated remaining useful lives over which each

asset will be amortized were

Developed technology

In-process research and development

Customer relationship

Customer contract

Backlog ______
Total acquired intangible assets

In-process research and development IPRD represents projects that had not yet reached

technological feasibility Technological feasibility is defined as being equivalent to completion of beta-

phase working prototype in which there is no remaining risk relating to the development Acquired

IPRD consisted of three projects Unified Fabric Manager or UFM Acceleration software and

Ethernet Each of these projects is focused on integrating new technologies improving product

performance and broadening features and functionalities The Acceleration software and Ethernet

projects were completed during the
year

ended December 31 2011 The UFM project was completed

during the second quarter of 2012

The goodwill recognized from the acquisition of Voltaire resulted primarily from the Companys

anticipated enhanced position in providing end-to-end connectivity solutions expanding its software and

hardware offerings and strengthening its engineering team and sales force Goodwill will not be

amortized but instead will be tested for impairment annually or more frequently if certain indicators

are present Goodwill is not expected to be deductible for tax purposes

TQtal assets

Current liabilities

Long-term liabilities

Total liabilities

Weighted

average

useful life

in years

2-3

4-5

Less than

Fair value

in thousands

$20378

2754

10956

1529

435

$36052
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NOTE 4FAIR VALUE MEASUREMENTS

Fair value hierarchy

The Company measures its cash equivalents and marketable securities at fair value The

Companys cash equivalents are classified within Level Cash equivalents are valued primarily using

quoted market prices utilizing market observable inputs The Companys investments in debt securities

and certificates of deposits are classified within Level as the market inputs to value these instruments

consist of market yields reported trades and broker/dealer quotes In addition foreign currency

contracts are classified within Level as the valuation inputs are based on quoted prices and market

observable data of similar instruments The Level valuation inputs include the Companys best

estimate of what market participants would use in pricing the asset or liability at the measurement

date The inputs are unobservable in the market and significant to the instruments valuation As of

December 31 2012 and December 31 2011 the Company did not have any assets or liabilities valued

based on Level valuations

The following table represents the fair value hierarchy of the Companys financial assets and

liabilities measured at fair value as of December 31 2012

Certificates of deposit

U.S Government and agency securities

Commercial paper

Corporate bonds

Foreign government bonds

Forward contracts

Total financial assets

Total

The following table represents
the fair value hierarchy of the Companys financial assets and

liabilities measured at fair value as of December 31 2011

Level Level Total

in thousands

There were no transfers between Level and Level securities during the years ended

December 31 2012 and 2011

Money market funds

Certificates of deposit

U.S Government and agency securities

Corporate bonds

Foreign government bonds

Total financial assets $105246

Forward contracts

Total financial liabilities

MELLANOX TECHNOLOGIES LTD

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Continued

Level Level

in thousands

90431

115129

34947

61462

7530

2942

$312441

90431

115129

34947

61462

7530

2942

$312441

$105246 $105246

50152 50152

251 251

5217 5217

957 957

________
$56577 $161823

1149 1149

________
$1149 1149
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Cash cash equivaknts and short-term investments

At December 31 2012 and 2011 the Company held short-term investments classified as

available-for-sale securities as follows

Cash

Certificates of deposit

U.S Government and agency securities

Commercial paper

Corporate bonds

Foreign government bonds

Total investments in marketable securities

Less amounts classified as cash and cash

equivalents

Cash

Money market funds

Certificates of deposit

U.S Government and agency securities

Corporate bonds

Foreign government bonds

Total investments in marketable securities

Less amounts classified as cash and cash

equivalents

December 31 2011

Amortized Net Unrealized

Cost Gains Losses

in thousands

18

__________

$15

December 31 2012

Amortized Net Unrealized

Cost Gains Losses

in thousands

$110148

90437

115179 50
34977 30
61543 81
7511 19

________

419795 $148

117054

302741 $148
_________

Estimated

Fair Value

$110148

90431

115129

34947

61462

7530

419647

117054

302593

71808

105246

50170

250

5215

957

233646

Estimated

Fair Value

71808

105246

50152

251

5217
957

233631

181258

52373

181258

52388 $15

Realized gains upon the sale of marketable securities were approximately $0.9 million and less than

$0.1 million for the
years

ended December 31 2012 and December 31 2011 respectively At

December 31 2012 the investments with gross unrealized losses were not deemed to be

other-than-temporarily impaired and the unrealized losses were recorded in OCT
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The contractual maturities of debt securities at December 31 2012 and December 31 2011 were

as follows

December 31 2012 December 31 2011

Amortized Estimated Amortized Estimated

Cost Fair Value Cost Fair Value

in thousands

58724 $42670

________
243869 9718

_______

$302593 $52388
_______

As of December 31 2012 the Company held $4.4 million investment in privately-held

company This investment is accounted for under the cost method net of impairment write down The

Company monitors the investment and if facts and circumstances indicate that the investment may be

impaired then it conducts an impairment test of its investment To determine if the investment is

recoverable it reviews the privately-held companys revenue and earnings trends relative to pre-defined

milestones and overall business prospects the general market conditions in its industry and other

factors related to its ability to remain in business such as liquidity and receipt of additional funding

NOTE 6GOODWILL AND INTANGIBLE ASSETS

The following table represents changes in the carrying amount of goodwill in thousands

December 31 2011 $132885

Adjustments

December 31 2012 $132885

The carrying amounts of intangible assets as of December 31 2012 are as follows

Gross Net

Carrying Accumulated Carrying

Value Amortization Value

in thousands

946
14695 8437

3328 7628

_______
1460 69

______
$20429 $16134

Due in less than one year 58758

Due in one to three years 243983

$302741

Investments in privately-held company

$42660

9713

$52373

Licensed technology 946

Developed technology 23132

Customer relationships 10956

Customer contract 1529

Total intangible assets $36563
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The carrying amounts of intangible assets as of December 31 2011 are as follows

Gross Net

Carrying Accumulated Carrying

Value Amortization Value

in thousands

Licensed technology 946 874 72

Developed technology 22063 7174 14889
Customer relationships 10956 1571 9385
Customer contract 1529 1287 242

Backlog 435 435

Total amortizable intangible assets $35929 $11341 $24588
IPRD 1069 1069

Total intangible assets $36998 $11341 $25657

Amortization expense of intangible assets totaled approximately $9.3 million $9.4 million and

$0.2 million for the years ended December 31 2012 2011 and 2010 respectively

The estimated future amortization expense from amortizable intangible assets is as follows

in thousands

2013 9679
2014 3824
2015 1060
2016 786

2017 and thereafter 785

$16134

NOTE 7DERiVATIVES AND HEDGING ACTIVITIES

The Company uses derivative instruments primarily to manage exposures to foreign currency The

Company enters into forward contracts to manage its exposure to changes in the exchange rate of the

NIS against the U.S dollar The Companys primary objective in
entering these arrangements is to

reduce the volatility of earnings and cash flows associated with changes in foreign currency exchange

rates The program is not designated for trading or speculative purposes The Companys forward

contracts expose the Company to credit risk to the extent that the counterparties may be unable to

meet the terms of the agreement The Company seeks to mitigate such risk by limiting its

counterparties to major financial institutions and by spreading the risk across number of major

financial institutions In addition the potential risk of loss with any one counterparty resulting from this

type of credit risk is monitored on an ongoing basis

The Company uses forward contracts designated as cash flow hedges to hedge substantial portion

of forecasted operating expenses in NIS The gain or loss on the effective portion of cash flow hedge

is initially reported as component of OCI and subsequently reclassified into operating expenses in the

same period in which the hedged operating expenses are recognized or reclassified into other income

net if the hedged transaction becomes probable of not occurring Any gain or loss after hedge is
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de-designated because it is no longer probable of occurring or related to an ineffective portion of

hedge as well as any amount excluded from the Companys hedge effectiveness is recognized as other

income net immediately As of December 31 2012 the Company had forward contracts in place that

hedged future operating expenses of approximately 219.9 million NIS or approximately $58.9 million

based upon the exchange rate as of December 31 2012 The forward contracts cover future NIS

denominated operating expenses expected to occur over the next twelve months At December 31

2011 the Company had forward contracts in place that hedged future operating expenses of

approximately 167.1 million NIS or approximately $43.7 million based upon the exchange rate as of

December 31 2011

The Company does not use derivative financial instruments for purposes other than cash flow

hedges

Fair Value of Derivative Contracts

The fair value of derivative contracts as of December 31 2012 and December 31 2011 was as

follows

Derivative Derivative

Assets Liabilities

Reported in Reported in

Other Current Other Current

Assets Liabilities

December 31 December 31

2012 2011 2012 2011

in thousands

Foreign exchange contracts designated as cash flow hedges $2942 $1149

Total derivatives designated as hedging instruments $2942 $1149

Effect of Designated Derivative Contracts on Accumulated Other Comprehensive Income

The following table represents the balance of derivative contracts designated as cash flow hedges

as of December 31 2012 and 2011 and their impact on OCT for the year
ended December 31 2012

in thousands

December 31 2011 $1149
Amount of gain recognized in OCT effective portion 3198

Amount of loss reclassified from OCT to income effective portion 893

December 31 2012 2942

Foreign exchange contracts designated as cash flow hedges relate primarily to operating expenses

and the associated gains and losses are expected to be recorded in operating expenses when reclassed

out of OCI The Company expects to realize the accumulated OCT balance related to foreign exchange

contracts within the next twelve months
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Effect of Derivative Contracts on the Condensed Consolidated Statement of Operations

The impact of derivative contracts on total operating expenses in the years ended December 31

2012 2011 and 2010 was

Year Ended December 31

2012 2011 2010

in thousands

Gain loss on foreign exchange contracts designated as cash

flow hedges $893 $1223 $563

The net gains or losses relating to the ineffective portion of derivative contracts were not material in

the years ended December 31 2012 and 2011

NOTE 8EMPLOYEE BENEFIT PLANS

The Company has established pretax savings plan under Section 401k of the Internal Revenue

Code The 401k Plan allows eligible employees in the United States to voluntarily contribute

portion of their pre-tax salary subject to maximum limit specified in the Internal Revenue Code The

Company matches employee contributions of up to 4% of their annual base salaries The total expenses

for these contributions were approximately $522000 $422000 and $286000 for the
years

ended

December 31 2012 2011 and 2010 respectively

Under Israeli law the Company is required to make severance payments to its retired or dismissed

Israeli employees For those hired prior to January 2007 the severance pay liability is calculated

based on the monthly salary of each employee multiplied by the number of
years

of such employees

employment and is presented in the Companys balance sheet in long-term liabilities as if it was

payable at each balance sheet date on an undiscounted basis This liability
is partially funded by the

purchase of insurance policies or pension funds in the name of the employees The surrender value of

the insurance policies or pension funds is presented in long-term assets

The severance pay detail is as follows

December 31

2012 2011

in thousands

Accrued severance liability $11821 $10433

Severance assets 8907 7767

Unfunded portion 2914 2666

With respect to its Israeli employees hired after January 2007 the Companys contributions for

severance pay will replace its severance obligation Upon monthly contribution equal to 8.33% of the

employees monthly salary to an insurance policy or pension fund no additional calculations shall be

conducted between the parties regarding the matter of severance pay and no additional payments will

be made by the Company to the employee Further the related obligation and amounts deposited on

behalf of the employee for such obligation are not stated on the balance sheet as the Company is

legally released from the obligation to employees once the deposit amounts have been paid
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Severance expenses for the years ended December 31 2012 2011 and 2010 were $4.3 million

$3.9 million and $2.2 million respectively

In addition the Company has established pension contribution plan with respect to its employees

in Israel Under the plan the Company contributes up to 6% of employee monthly salary toward the

plan Employees are entitled to amounts accumulated in the plan upon reaching retirement age subject

to any applicable law Defined pension contribution plan expenses were $3.2 million $2.5 million and

$1.3 million in the
years

ended December 31 2012 2011 and 2010 respectively

NOTE 9COMMITMENTS AND CONTINGENCIES

Leases

The Company leases office space and motor vehicles under operating leases with various expiration

dates through 2021 Rent expense was approximately $6.8 million $6.6 million and $2.8 million for the

years ended December 31 2012 2011 and 2010 respectively The terms of the facility lease provide for

rental payments on graduated scale The Company recognizes rent expense on straight-line basis

over the lease period and has accrued for rent expense incurred but not paid

The Company has entered into capital lease agreements for electronic design automation software

The total amount of assets under capital lease agreements within Property and equipment net was

approximately $4.1 million and $0.6 million for the
years

ended December 31 2012 and 2011

respectively

At December 31 2012 future minimum lease payments under non-cancelable operating and

capital leases totaled approximately $52.7 million For the years ended December 31 2012 and 2011

the accumulated amortization for assets under capital lease agreements totaled approximately

$0.3 million and $0.1 million respectively At December 31 2012 future minimum payments under

non-cancelable operating and capital leases are as follows

Capital Operating
Year Ended December 31 Leases Leases

in thousands

2013 $1268 $13003

2014 1260 10536

2015 1114 6177

2016 503 4750

2017 and beyond 14436

Total minimum lease payments 4145 $48902

Less Amount representing interest 57
Present value of capital lease obligations 4088

Less Current portion 1253

Long-term portion of capital lease obligations 2835
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Purchase commitments

At December 31 2012 the Company had non-cancelable purchase commitments of $59.0 million

$57.9 million of which is expected to be paid in 2013 and $1.1 million in 2014 and beyond

Legal proceedings

Avago Technologies Fiber IP Singapore Pte Ltd

On September 24 2012 Avago Technologies Fiber IP Singapore Pte Ltd Avago Technologies

General IP Singapore Pte Ltd and Avago Technologies U.S Inc collectively Avago filed

complaint against Mellanox Technologies Ltd Mellanox Technologies Inc IPtronics AS
IPtronics Inc FCI USA LLC FCI Deutschland GmbH and FCI SA collectively Respondents

with the United States International Trade Commission mv No 337-TA-860 The complaint alleges

that the Respondents have engaged in unfair acts in violation of Section 337 of the Tariff Act of 1930

as amended through allegedly unlicensed importation sale for importation and/or sale after

importation of products covered by patents asserted by Avago Pursuant to the complaint Avago seeks

as permanent relief limited exclusion order barring from entry into the United States among other

Respondent products all imported Mellanox optoelectronic devices and products containing the same

that allegedly infringe the patents asserted by Avago and cease and desist order prohibiting the

importation sale offer for sale advertising solicitation use and/or warehousing of inventory for

distribution of such imported products in the United States Neither the outcome of the proceeding nor

the amount and range of potential damages or exposure associated with the proceeding can be assessed

with certainty In the event we are not successful in defending the Avago claims we could be forced to

license technology from Avago and be prevented from importing selling offering for sale advertising

soliciting using and/or warehousing for distribution the allegedly infringing products Based on

currently available information the Company believes that the resolution of this proceeding is not

likely to have material adverse effect on the Companys business financial position results of

operations or cash flows

Barnicle Case

On February 2013 Mellanox Technologies Ltd the Companys President and CEO former

CFO and CFO were sued in complaint filed in the United States District Court for the Southern

District of New York naming it and them as defendants and entitled Patrick Barnicle on behalf of

himself and others similarly situated Mellanox Technologies Ltd Eyal Waidman Michael Gray and

Jacob Shulman Case No 13 CIV 925 The complaint was filed by Patrick Barnacle for himself as

plaintiff and purportedly on behalf of persons purchasing the Companys ordinary shares between

April 19 2012 and January 2013 the Class Period and alleges violations of Sections 10b and

20a of the Securities Exchange Act of 1934 as amended and Rule lOb-S promulgated thereunder

The complaint alleges that during the Class Period the defendants made false or misleading

statements or failed to disclose certain facts regarding the Companys business and outlook Plaintiffs

seek unspecified damages an award of reasonable costs and expenses including reasonable attorneys

fees and any other relief deemed just and proper by the court Based on currently available

information the Company believes that the resolution of this proceeding is not likely to have

material adverse effect on the Companys business financial position results of operations or cash

flows
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Ryan Case

On February 14 2013 Mellanox Technologies Ltd the Companys President and CEO former

CFO and CFO were sued in complaint filed in the United States District Court for the Southern

District of New York naming it and them as defendants and entitled David Ryan Jr on behalf of

himself and others similarly situated Mellanox Technologies Ltd Eyal Waldman Michael Gray and

Jacob Shulman Case No 13 CV 1047 The factual allegations and legal claims asserted in the Ryan

complaint as well as the relief sought and the proposed class and class period in the Ryan complaint

are substantially the same as in the Barnicle case described above Based on currently available

information the Company believes that the resolution of this proceeding is not likely to have

material adverse effect on the Companys business financial position results of operations or cash

flows

Petrov Case

On February 22 2013 Mellanox Technologies Ltd the Companys President and CEO former

CFO and CFO were sued in complaint filed in the United States District Court for the Southern

District of New York naming it and them as defendants and entitled Valentin Petrov on behalf of

himself and others similarly situated Mellanox Technologies Ltd Eyal Waldman Michael Gray and

Jacob Shulman Case No 13 CV 1225 The complaint was filed by Valentin Petrov for himself as

plaintiff and purportedly on behalf of persons purchasing the Companys ordinary shares between

April 19 2012 and January 2013 the Class Period and alleges violations of Sections 10b and

20a of the Securities Exchange Act of 1934 as amended and Rule lOb-5 promulgated thereunder

The complaint alleges that during the Class Period the defendants made false or misleading

statements or failed to disclose certain facts regarding the Companys business and outlook Plaintiffs

seek unspecified damages an award of reasonable costs and expenses including reasonable attorneys

fees and any other relief deemed just and proper by the court Based on currently available

information the Company believes that the resolution of this proceeding is not likely to have

material adverse effect on the Companys business financial position results of operations or cash

flows

NOTE lOSIIARE INCENTiVE PLANS

The Company has five option plans the 1999 United States Equity Incentive Plan 1999 Israeli

Share Option Plan 2003 Israeli Share Option Plan collectively the Prior Plans the 2006 Global

Share Incentive Plan the Global Plan and the Global Share Incentive Assumption Plan 2010 the

Assumption Plan

The Company has authorized for issuance under the Global Plan an aggregate of 3428571

ordinary shares plus the number of ordinary shares available for issuance under the Prior Plans that

are not subject to outstanding options as of the effective date of the Global Plan

The number of ordinary shares reserved for issuance under the Companys Global Plan will

increase automatically on the first day of each fiscal year beginning in 2008 by number of ordinary

shares equal to the lower of 2% of total number of ordinary shares outstanding on fully diluted

basis on the date of the increase ii 685714 ordinary shares or iii smaller number determined by

the board of directors In any event the maximum aggregate number of ordinary shares that may be

issued or transferred under the Global Plan during the term of the Global Plan may in no event exceed
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15474018 ordinary shares The Global Plan was automatically increased by 685714 ordinary shares on

January 2013 2012 and 2011 respectively

The number of ordinary shares reserved for issuance under the Companys Assumption Plan will

increase automatically on the first day of each fiscal year beginning in 2012 by number of ordinary

shares equal to the lower of 281625 ordinary shares or ii an amount determined by the Board

The Assumption Plan was automatically increased by 281625 ordinary shares on January 2013 and

2012 respectively

The following table summarizes the share option awards activity under all equity incentive plans

Outstanding at December 31 2009

Options granted

Options exercised

Options canceled ________ _____

Outstanding at December 31 2011 ________ _____

Options granted

Options exercised

Options canceled ________ _____

Outstanding at December 31 2012

The weighted average fair value of options granted was approximately $38.66 $18.51 and $12.51

for the years ended December 31 2012 2011 and 2010 respectively

The total pretax intrinsic value of options exercised in 2012 was $136.1 million This intrinsic value

represents the difference between the fair market value of the Companys ordinary shares on the date

of exercise and the exercise price of each option Based on the closing price of the Companys ordinary

shares of $59.38 on December 31 2012 the total pretax intrinsic value of all outstanding options

awards was $112.4 million The total pretax intrinsic value of exercisable options at December 31 2012

was $88.4 million

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Continued

Outstanding at December 31 2010

Options granted

Options exercised

Options canceled

Options Outstanding

Weighted

Number Average
of Exercise

Shares Price

6403679 8.38

605340 $21.73

1338223 5.15

235822 $10.99

5434974 $10.56

1060938 $21.80

1586577 8.83

202986 $16.46

4706349 $13.42

879160 $70.72

2161628 $10.96

137959 $28.33

3285922 $29.74
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The following tables provide additional information about all options outstanding and exercisable

at December 31 2012

Options Outstanding at

December 31 2012 Options Exercisable at

Weighted
December 31 20U

Average Weighted Weigited
Remaining Average Average
Contractual Exercise Number Exercise

Life Years Price Exercisable Price

5.33 7.77 387184 7.77

4.68 9.01 326966 9.03

6.04 10.23 641076 10.23

6.48 14.37 249142 13.97

7.46 23.08 154294 23.13

8.55 31.19 101665 30.83

9.09 52.98 27439 35.12

9.83 79.38

9.61 101.37

________
0.40 $1003.13 150 $1003.13

7.12 29.74 1887916 12.62

The following table summarizes the restricted share unit activity under all equity incentive plans

Restricted Share Units

Outstanding

Number
of

Shares

Non-vested restricted share units at December 31 2009

Restricted share units granted

Restricted share units vested

Restricted share units canceled

Non-vested restricted share units at December 31 2010

Restricted share units granted

Restricted share units vested

Restricted share units canceled

Non-vested restricted share units at December 31 2011

Restricted share units granted

Restricted share units vested

Restricted share units canceled

Non-vested restricted share units at December 31 2012

Range of Exercise Price

$2.63 $8.23

$8.45 $9.19

10.23 $10.23

$10.50 $18.87

$18.97 $27.72

$29.03 $34.00

$35.12 $66.07

$79.38 $79.38

$101.37 $101.37

$1003.13 $1003.13

$2.63 $1003.13

Number

Outstanding

390188

340168

669609

331007

349422

363133

502255

26700

313290

150

3285922

Weighted

Average
Grant Date

Fair Value

19.93

22.54

19.89

$19.86

27.00

20.02

24.97

$26.05

42.88

24.65

30.39

$36.29

437008

11668
10395

414945

1143142

224005

142409

1191673

1110230

480150

58593

1763160
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The weighted average fair value of restricted share units granted was $42.88 $27.00 and $19.93 for

the years
ended December 31 2012 2011 and 2010 respectively The total intrinsic value of all

outstanding restricted share units was $104.7 million as of December 31 2012

The Employee Share Purchase Plan or ESPP is designed to allow eligible employees to purchase

the Companys ordinary shares at semi-annual intervals with their accumulated payroll deductions

participant may contribute up to 15% of his or her base compensation through payroll deductions and

the accumulated deductions will be applied to the purchase of shares on the purchase date which is

the last trading day of the offering period The purchase price per share will be equal to 85% of the

fair market value per share on the start date of the offering period in which the participant is enrolled

or if lower 85% of the fair market value per share on the purchase date In any event the maximum

aggregate number of ordinary shares that may be issued over the term of the ESPP may in no event

exceed 2585712 shares 1085712 shares were initially reserved for issuance pursuant to purchase

rights under the ESPP In August 2012 the Company reserved for issuance 1500000 additional shares

under the ESPP No participant in the ESPP may be issued or transferred more than $25000 worth of

ordinary shares pursuant to purchase rights under the ESPP per calendar year During the years ended

December 31 2012 and 2011 219442 and 243256 shares respectively were issued under the ESPP at

weighted average per share prices of $28.57 and $18.31 respectively At December 31 2012 1494460

shares were available for future issuance under the ESPP

The Company had the following ordinary shares reserved for future issuance under its equity

incentive plans as of December 31 2012

Number
of

Shares

Share options outstanding 3285922

Restricted share units outstanding 1763160

Share authorized for future issuance 918275

ESPP shares available for future issuance 1494460

Total shares reserved for future issuance as of December 31 2012 7461817

Share-based compensation

The Company accounts for share-based compensation expense based on the estimated fair value of

the share option awards as of the grant dates
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The following weighted average assumptions are used to value share options granted in connection

with the Companys share incentive plans for the years ended December 31 2012 2011 and 2010

Employee Share Employee Share

Options Purchase Plan

Year Ended Year Ended

December 31 December 31

2012 2011 2010 2012 2011 2010

Dividend yield

Expected volatility 56.6 55.9 59.8 68.05 41.8 54.7

Risk free interest rate 1.02 1.72 2.18 0.12 0.10 0.10

Expected life years 6.25 6.25 6.23 0.53 0.53 0.53

The following table summarizes the distribution of total share-based compensation expense in the

Consolidated Statements of Operations

Year Ended December 31

2012 2011 2010

in thousands

Share-based compensation expense by caption

Cost of goods sold $1621 980 385

Research and development 19356 11906 8031

Sales and marketing 8055 4894 2730

General and administrative 5987 3632 2955

Total share-based compensation expense $35019 $21412 $14101

Share-based compensation expense by type of award

Share options $14104 $12568 $11017

ESPP 2851 1686 1053

RSU 18064 7158 2031

Total share-based compensation expense $35019 $21412 $14101

At December 31 2012 there was $84.4 million of total unrecognized share-based compensation

costs related to non-vested share-based compensation arrangements The costs are expected to be

recognized over weighted average period of approximately 2.74 years
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United States

Foreign

Income before income taxes

The components of the provision for income taxes are as follows

Year Ended December 31

2012 2011 2010

in thousands

6709 3479

112858 9873
_______

$119567 $13352
______

658 848
149 46

8181

807 7379

$3375 $9763

significant deferred tax

Deferred tax assets

Net operating loss and credit carryforwards

Research and development costs

Reserves and accruals

Depreciation and amortization

Gross deferred tax assets

Valuation allowance
_______ _______

Net deferred tax assets

The Company records net deferred tax assets to the extent it believes these assets will more likely

than not be realized In making such determination the Company considers all available positive and

NOTE 11INCOME TAXES

The components of income before income taxes are as follows

2324

20979

$23303

Year Ended December 31

2012 2011 2010

in thousands

6178 $2838 $1660

890 437 462

4573 907 262

11641 4182 2384

Current

U.S federal

State and local

Foreign ______

Deferred

U.S federal $2805
State and local 226
Foreign 423

3454

Provision for taxes on income 8187

At December 31 2012 and 2011 temporary differences which gave rise to

assets and liabilities are as follows

December 31

2012 2011

in thousands

30644

7499

174

37969

32073

5896

23078

3866

3940

49

30933

28491

2442
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negative evidence including scheduled reversals of deferred tax liabilities projected future taxable

income tax planning strategies and recent financial performance

At December 31 2012 the Company had foreign net operating loss carryforwards of approximately

$106.3 million The foreign net operating losses have no expiration date

The Company has not provided for Israeli income and foreign withholding taxes on $7.9 million of

its non-Israeli subsidiaries undistributed earnings as of December 31 2012 The Company currently has

no plans to repatriate those funds and intends to indefinitely reinvest them in its non-Israeli operations

The Company cannot determine the impact of local taxes withholding taxes and foreign tax credits

associated with future repatriation of such earnings because the time or manner of the repatriation is

uncertain and therefore cannot quantify the related tax liability

The reconciliation of the statutory federal income tax rate to the Companys effective tax rate is as

follows

Year Ended

December 31

2012 2011 2010

Tax at statutory rate 35.0% 34.0% 34.0%

State net of federal benefit 0.5 2.2 1.1

Meals and entertainment 0.1 0.4 0.1

Tax at rates other than the statutory rate 32.9 15.6 5.6

Share-based compensation 0.1 3.2 1.6

Other net 4.2 1.0 0.5

Provision for taxes 6.8% 25.2% 41.9%

The Company calculates the pool of excess tax benefits available to absorb tax deficiencies

recognized using the method under which each award grant is tracked on an employee-by-employee

basis and grant-by-grant basis to determine if there is tax benefit situation or tax deficiency situation

for such award The Company then compares the fair value expense to the tax deduction received for

each grant and aggregates the benefits and deficiencies to determine whether there is hypothetical

additional paid in capital APIC pool net tax benefit situation For the years ended December 31

2012 and 2011 the Company recognized tax benefit to APIC of $5.1 million and $2.4 million

respectively

The Companys operations in Israel were granted Approved Enterprise status by the Investment

Center in the Israeli Ministry of Industry Trade and Labor and Beneficiary Enterprise status form

the Israeli Income Tax Authority which makes the Company eligible for tax benefits under the Israeli

Law for Encouragement of Capital Investments 1959 Under the terms of the Beneficiary Enterprise

program income that is attributable to the Companys operations in Yokneam Israel will be exempt

from income tax for period of ten years commencing when the Company first generates taxable

income after setting off its losses from prior years Income that is attributable to the Companys

operations in Tel Aviv Israel will be exempt from income tax for period of two years commencing
when the Company first generates taxable income after setting off its losses from prior years and will

be subject to reduced income tax rate generally 10-25% depending on the percentage of foreign

investment in the Company for the following five to eight years The Beneficiary Enterprise tax
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holiday associated with the Companys Yokneam and Tel Aviv operations began in 2011 The tax

holiday for the Companys Yokneam operations will expire in 2020 and the Tax Holiday for the

Companys Tel-Aviv operations will expire between the years 2015 and 2018 The tax holiday has

resulted in tax savings of $27.4 million and 3.8 million in the year 2012 and 2011 respectively

increasing diluted earnings per share by approximately $0.62 and $0.10 in the year ended December 31

2012 and 2011

As multinational corporation the Company conducts business in many countries and is subject to

taxation in many jurisdictions The taxation of the Companys business is subject to the application of

multiple and sometimes conflicting tax laws and regulations as well as multinational tax conventions

The application of tax laws and regulations is subject to legal and factual interpretation judgment and

uncertainty Tax laws themselves are subject to change as result of changes in fiscal policy changes in

legislation and the evolution of regulations and court rulings Consequently taxing authorities may

impose tax assessments or judgments against the Company that could materially impact its tax liability

and/or its effective income tax rate

As of December 31 2012 and 2011 the unrecognized tax benefits totaled approximately $9.7

million and $4.1 million respectively which would reduce the Companys income tax expense and

effective tax rate if recognized

The following summarizes the activity related to the Companys unrecognized tax benefits

Year Ended

December 31

2012 2011

in thousands

Gross unrecognized tax benefits beginning of the period $4063 $1754

Increases in tax positions
for prior years

120 985

Decreases in tax positions for prior years 523
Increases in tax positions for current year 5533 1847

Decreases in tax positions for current year

Gross unrecognized tax benefits end of the period $9716 $4063

It is the Companys policy to classify accrued interest and penalties as part of the accrued

unrecognized tax benefits liability and record the expense in the provision for income taxes For the

years ended December 31 2012 2011 and 2010 the amount of accrued interest or penalties related to

unrecognized tax benefit totaled $0.4 million $0.2 million and less than $0.1 million respectively For

unrecognized tax benefits that existed at December 31 2012 the Company does not anticipate any

significant changes within the next twelve months

The Company files income tax returns in the U.S federal jurisdictions and various states and

foreign jurisdictions The 2009 through 2012 tax years are open and may be subject to potential

examination in one or more jurisdictions

NOTE 12GEOGRAPHIC INFORMATION AND REVENUES BY PRODUCT GROUP

The Company operates
in one reportable segment the development manufacturing marketing and

sales of semiconductor interconnect products The Companys chief operating decision maker is the
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chief executive officer Since the Company operates in one segment all financial segment information

can be found in the accompanying Consolidated Financial Statements

Revenues by geographic region are as follows

Year Ended December 31

2012 2011 2010

in thousands

United States $220681 $120385 67166

China 102957 33681 17256

Israel 2483 1867 10265

Europe 62788 39566 20003

Other Americas 26000 15912 2456

Other Asia 85890 47840 37494

Total revenue $500799 $259251 $154640

Revenues are attributed to countries based on the geographic location of the customers

Intercompany sales between geographic areas have been eliminated

Property and equipment net by geographic location are as follows

Year Ended

December 31

2012 2011

in thousands

Israel $61388 $36207

United States 987 599

Total property and equipment net $62375 $36806

Property and equipment net is attributed to the geographic location in which it is located

Revenues by product group are as follows

Year Ended December 31

2012 2011 2010

in thousands

ICs 95103 46564 57030

Boards 155670 98004 67085

Switch systems and gateways 168231 76398 19461

Cables accessories and other 81795 38285 11064

Total revenue $500799 $259251 $154640
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Other income net is summarized in the following table

146

$1259

Interest income and gain on sale of investments net

Foreign exchange gain loss

Loss on equity investment in privately-held companies

Other

Total other income loss net

Year Ended December 31

2012 2011 2010

in thousands

$1699 630 $1128

294 374 316
750

______ _____
197

______ _____
135

245

759
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Balance at Charged Credited

Beginning of to Costs Balance at

Description
Year and Expenses Deductions End of Year

in thousands

Year ended December 31 2012

Deducted from asset accounts

Allowance for doubtful accounts 557 82 639

Allowance for sales returns and adjustments 337 258 79

Income tax valuation allowance 28491 3582 32073

Total $29385 3406 $32791

Year ended December 31 2011

Deducted from asset accounts

Allowance for doubtful accounts 402 155 557

Allowance for sales returns and adjustments 75 262 337

Income tax valuation allowance 3245 25267 21 28491

Total 3722 $25684 21 $29385

Year ended December 31 2010

Deducted from asset accounts

Allowance for doubtful accounts 290 112 402

Allowance for sales returns and adjustments 15 60 75

Income tax valuation allowance 3186 188 129 3245

Total 3491 360 $129 3722
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SIGNATURES

Pursuant to the requirements of Section 13 or 15d of the Securities Exchange Act of 1934

Mellanox Technologies Ltd has duly caused this report to be signed on its behalf by the undersigned

thereunto duly authorized on February 25 2013

Eyal Waidman

President and Chief Executive Officer

KNOW ALL MEN AND WOMEN BY THESE PRESENTS that each person whose signature

appears below constitutes and appoints Eyal Waidman and Jacob Shulman and each of them his or

her attorneys-in-fact and agents each with the power of substitution for him or her in any and all

capacities to sign any and all amendments to this Annual Report on Form 10-K and to file the same
with exhibits thereto and other documents in connection therewith with the U.S Securities and

Exchange Commission hereby ratifying and confirming all that said attorneys-in-fact or his or her or

their substitute or substitutes may do or cause to be done by virtue thereof

Pursuant to the requirements of the Securities Exchange Act of 1934 the Registrant has duly

caused this report to be signed on its behalf by the undersigned thereunto duly authorized

Signature Title

/s WALDrw

Eyal Waidman

Chief Executive Officer and Director

principal executive officer
February 25 2013

Is JACOB SHULMAN

Jacob Shulman

Chief Financial Officer

principal financial and accounting

officer and Authorized Representative

in the United States

February 25 2013

Is GLENDA DORCHAK

Glenda Dorchak

Is IRWIN FEDERMAN

Irwin Federman

MELLANOX TECHNOLOGIES LTD

By Is EYAL WALDMAN

Date

Is Dov BA1Iv

Dov Baharav
Director

Director

Director

February 25 2013

February 25 2013

February 25 2013
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Is AMAL JOHNSON
February 25 2013Director

Amal Johnson

Is THOMAS RIORDAN
February 25 2013Director

Thomas Riordan

Is THOMAS WEATHERFORD
Director February 25 2013

Thomas Weatherford
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Technologies Ltd and J.P Morgan Securities LLC as representative of the several
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3.13 Amended and Restated Articles of Association of Mellanox Technologies Ltd as
amended on May 16 2011

10.14 Mellanox Technologies Ltd 1999 United States Equity Incentive Plan and forms of

agreements relating thereto

10.25 Mellanox Technologies Ltd 1999 Israeli Share Option Plan and forms of agreements

relating thereto

10.36 Mellanox Technologies Ltd 2003 Israeli Share Option Plan and forms of agreements

relating thereto
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May 16 2011
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Shaar Yokneam Registered Limited Partnership as landlord as amended

September 2007 as translated from Hebrew

10.1516 Office Space Lease dated September 30 2008 by and between Oakmead Parkway
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10.1617 Mellanox Technologies Ltd Global Share Incentive Assumption Plan 2010
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Shaar Yokneam Registered Limited Partnership as landlord as translated from
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21.1 List of Company Subsidiaries
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No 001-33299 filed on September 21 2011
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No 001-33299 filed on November 29 2010

Incorporated by reference to Exhibit to the Companys Definitive Proxy Statement on

Schedule 14A File No 001-33299 filed on April 11 2011

Incorporated by reference to Exhibit 10.1 to the Companys Registration Statement on Form 5-1
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Incorporated by reference to Exhibit 10.2 to the Companys Registration Statement on Form S-i

SEC File No 333-137659 filed on September 28 2006

Incorporated by reference to Exhibit 10.3 to the Companys Registration Statement on Form S-i

SEC File No 333-137659 filed on September 28 2006

Incorporated by reference to Exhibit to the Companys Definitive proxy statement on

Schedule 14A SEC File No 001-33299 filed on April 11 2011
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Statement on Form S-i SEC File No 333-137659 filed on November 14 2006
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11 Incorporated by reference to Exhibit 10.12 to Amendment No to the Companys Registration

Statement on Form S-i SEC File No 333-137659 filed on November 14 2006

12 Incorporated by reference to Exhibit 10.13 to Amendment No to the Companys Registration
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Schedule 14A File No 001-33299 filed on April 19 2012

14 Incorporated by reference to Exhibit 10.13 to the Companys Annual Report on Form 10-K SEC
File No 001-33299 filed on March 24 2008

15 Incorporated by reference to Exhibit 10.14 to the Companys Annual Report on Form 10-K SEC
File No 001-33299 filed on March 24 2008

16 Incorporated by reference to Exhibit 10.1 to the Companys Quarterly Report on Form 10-0 SEC
File No 001-33299 filed on November 2008

17 Incorporated by reference to Exhibit 10.1 to the Companys Current Report on Form 8-K SEC
File No 001-33299 filed on February 2011

18 Incorporated by reference to Exhibit 10.17 to the Companys Annual Report on Form 10-K SEC
File No 001-33299 filed on March 2011

19 Pursuant to Rule 406T of SEC Regulation S-T these interactive data files are deemed not filed or

part of registration statement or prospectus for purposes of Section 11 or 12 of the Securities

Act of 1933 as amended and are deemei not filed for the purpose of Section 18 of the Securities
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